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Review, Compilation, and F/S Preparation Engagements—2014/15

Notice to Readers
This 2014/15 edition of the AICPA Alert Developments in Review, Compilation,
and Financial Statement Preparation Engagements (alert) replaces the AICPA
Alert Compilation and Review Developments—2013/14.
This alert is intended to provide accountants with an update on recent practice issues and professional standards that affect reviews, compilations, and
engagements to prepare financial statements. This alert also can be used by
an entity's internal management to address areas of concern.
This publication is an other preparation, compilation, and review publication,
as defined in paragraph .06 of section 60, General Principles for Engagements
Performed in Accordance With Statements on Standards for Accounting and
Review Services, of SSARS No. 21, Statements on Standards for Accounting
and Review Services: Clarification and Recodification (AICPA, Professional
Standards). Other preparation, compilation, and review publications have no
authoritative status; however, they may help the accountant understand and
apply the Statements on Standards for Accounting and Review Services.
In applying the guidance included in an other preparation, compilation, and
review publication, the accountant should, using professional judgment, assess
the relevance and appropriateness of such guidance to the circumstances of the
engagement as appropriate. The guidance in this document has been reviewed
by the AICPA Audit and Attest Standards staff and is presumed to be appropriate. This document has not been approved, disapproved, or otherwise acted
on by a senior committee of the AICPA.
Recognition
Reviewers
AICPA Accounting and Review Services Committee
Michael L. Brand, Chair
AICPA Staff
Kelly McAuliffe
Technical Manager
Accounting & Auditing Content Development
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Senior Technical Manager
Accounting & Auditing Content Development
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Senior Technical Manager
Audit and Attest Standards
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The AICPA gratefully acknowledges those members of the Accounting and
Review Services Committee and the AICPA Technical Issues Committee who
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Feedback
This alert is published annually. As you encounter issues that you believe
warrant discussion in next year's alert, please feel free to share them with us.
Any other comments you have about the alert also would be appreciated. You
may e-mail these comments to A&APublications@aicpa.org.
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How This Alert Helps You
.01 This Developments in Review, Compilation, and Financial Statement
Preparation Engagements (alert) helps practitioners plan and perform reviews,
compilations, and engagements to prepare financial statements and can also
be used by an entity's management to plan and prepare in advance of the engagement. This alert discusses recent Statements on Standards for Accounting
and Review Services (SSARSs) developments, addresses current and emerging
practice issues, and provides valuable information regarding accounting and
reporting developments. You should refer to the full text of pronouncements
addressing reviews, compilations, and engagements to prepare financial statements as well as the full text of any rules or publications discussed in this
alert.

Economic Developments
The Current Economy
.02 In performing a review engagement, accountants are required to possess an understanding of the industry in which the client operates.1 This understanding may be affected by general economic conditions. For example, interest
rates, availability of credit, consumer confidence, overall economic expansion or
contraction, inflation, and labor market conditions, are likely to have an effect
on an entity's industry, its business and, ultimately, its financial statements.
Considering the effects of these external forces may help the accountant better
understand the client's industry and the client's business. These considerations
may also help the accountant determine the specific nature, timing, and extent
of review procedures to be performed.
.03 During 2013 and into 2014, the U.S. economy continued to recover.
The S&P 500 and the Dow Jones Industrial Average both reached all-time
highs during 2014. The Chicago Board Options Exchange Volatility Index (VIX)
is a key measure of market expectations of near-term volatility conveyed by
S&P 500 stock option prices and is considered by many to indicate investor
sentiment, market volatility, and the best gauge of fear in the market. The VIX
continued to show a steady decline during the end of 2013 and into 2014. During
that time, prices have ranged from 21.44 to 11.36. The volatility indicates there
is still some uncertainty; however, the continued downward trend shows that
investors believe the economy and market are improving.

Key Economic Indicators
.04 The following key economic indicators reaffirm the recovery of the
economy during the end of 2013 and the slowing of the recovery into 2014: gross
domestic product (GDP), unemployment, and the federal fund rate. The GDP
measures output of goods and services by labor and property within the United
States. It increases as the economy grows or decreases as it slows. According
to the Bureau of Economic Analysis, real GDP increased at an annual rate
of 4.2 percent in the second quarter of 2014, based on the advance estimate
(second estimate), but decreased at an annual rate of 2.1 percent in the first
1
Paragraph .14 of section 90, Review of Financial Statements, of Statement on Standards for
Accounting and Review Services (SSARS) No. 21, Statements on Standards for Accounting and Review
Services: Clarification and Recodification (AICPA, Professional Standards).
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quarter of 2014. The increase in real GDP in the last quarter of 2013 has been
attributed to positive contributions from personal consumption expenditures
and residential fixed investments, among other factors. The decrease during
the first quarter of 2014 is primarily due to decreases in private inventory
investment, exports, and state and local government spending.
.05 From August 2013 to August 2014, the unemployment rate fluctuated
between 7.2 percent and 6.1 percent. A rate of 6.1 percent represents approximately 9.5 million people who are unemployed. Based on the Bureau of Labor
Statistics (BLS), from August 2013 to August 2014, the average employment
growth was 212,000 per month. During that same time period, the number
of long-term unemployed (those jobless for 27 weeks or more) had decreased
by 192,000, indicating more growth in the economy. Based on the BLS, the
number of people employed part-time for economic reasons decreased to 7.3
million during the second quarter of 2014. Together, these statistics illustrate
the overall improvement in the economy.
.06 The Board of Governors of the Federal Reserve System (Federal Reserve) decreased the target for the federal funds rate more than 5.0 percentage
points, from its high of 5.25 percent prior to the financial crisis, to less than
0.25 percent, where it remained through August 2014. The Federal Reserve
indicates that the target range for federal funds rates of 0 to 0.25 percent is
appropriate for as long as the unemployment rate stays above 6.5 percent, inflation over the next two years is projected to be less than 0.5 percent above
the 2.0-percent longer-run goal, and longer-term inflation projections continue
to be low.

Legislative and Regulatory Developments
The Dodd-Frank Wall Street Reform and Consumer Protection Act
.07 The Dodd-Frank Wall Street Reform and Consumer Protection Act
(the Dodd-Frank Act) was signed into law in July 2010 in response to weaknesses in the financial services industry that are believed to have contributed to
the economic recession. The main goals of the reform are to lower the systemic
risks to the financial system and enhance consumer protections.
.08 This reform represents the greatest challenge to financial regulation
since the Great Depression and suggests that the era of hands-off regulation
and increased deregulation of the financial services industry has ended.

Update on Rulemaking Progress
.09 The act implements changes that affect the oversight and supervision
of financial institutions and creates many new agencies. Based on an overview
by the Securities Industry and Financial Markets Association (SIFMA), the
Dodd-Frank Act requires approximately 250 new regulations to be written in
the next 2–5 years by various regulatory agencies. The goal of the rulemaking
process is to make sure the final regulations are balanced, consistent with
the intent of the initial legislation, and that unintended consequences are
avoided.
.10 Implementation of the act is far behind schedule. Although the act
requires nearly 400 rules to be finalized, approximately 200 had been finalized
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by the first quarter of 2014. Rules have been proposed to finalize several more.
Rules have not been proposed to meet nearly 100 other rulemaking requirements.

Volcker Rule
.11 Implemented by Title VI of the Dodd-Frank Act, the Volcker Rule
prohibits an insured depository institution and its affiliates from (1) engaging in
proprietary trading, (2) acquiring or retaining any equity, partnership, or other
ownership interest in a hedge fund or private equity fund, or (3) sponsoring
a hedge fund or private equity fund. In essence, the Volcker Rule separates
investment banking, private equity, and proprietary trading sections of banks
from their lending functions.
.12 Compliance with the Volcker Rule is required by July 21, 2015. Some
associate the departure of top proprietary traders from large banks with this
rule.

Broker-Dealer Reports
.13 In July 2013, the SEC issued Release No. 34-70073, Broker-Dealer
Reports, which amends its broker-dealer annual reporting, audit, and notification requirements. The amendments include a requirement that broker-dealer
audits be conducted in accordance with the standards of the PCAOB. The
amendments further require a broker-dealer that clears transactions or carries customer accounts to agree to allow representatives of the SEC or the
broker-dealer's designated examining authority (DEA) to review the documentation associated with certain reports of the broker-dealer's independent public
accountant. Also, the amendments allow the accountant to discuss the findings
relating to the reports of the accountant with those representatives, when
requested in connection with a regulatory examination of the broker-dealer.
Finally, the amendments require a broker-dealer to file a new form, Form
Custody, with its DEA that elicits information about the broker-dealer's practices with respect to the custody of securities and funds of customers and
non-customers.

Updates on the Patient Protection and Affordable Care Act
and the Health Care and Education Reconciliation Act of 2010
.14 The Patient Protection and Affordable Care Act and the Health Care
and Education Reconciliation Act of 2010 are collectively referred to as the
2010 health care reform legislation or the Affordable Care Act (ACA). In June
2012, the Supreme Court upheld the law passed by Congress declaring the 2010
health care reform legislation a key tax provision. The Supreme Court agreed
with lawmakers that it does fall under Congress's authority to make changes
to the tax code. The overhaul of the health care system will affect individuals,
insurance companies, health care providers, and employers.
.15 The three primary goals of the reform are to expand coverage to those
without health insurance, reform the delivery system of benefits to improve
quality, and decrease the costs of providing health care. The various provisions
of the reform will become effective over time, through 2020.
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Author’s Note
For more information on legislative and regulatory developments, readers
may find it helpful to refer to the AICPA's Audit Risk Alert General Accounting and Auditing Developments—2014/15 available at www.cpa2biz.com. Although the audience for this publication is primarily auditors, the content on
legislative and regulatory developments has broad application so that practitioners performing engagements in accordance with SSARSs may find it
helpful.

SSARS No. 21, Statements on Standards for Accounting
and Review Services: Clarification and Recodification
.16 Statement on Standards for Accounting Services (SSARS) No. 21,
Statements on Standards for Accounting and Review Services: Clarification
and Recodification (AICPA, Professional Standards), was issued in October
2014. Along with clarifying the SSARSs literature, SSARS No. 21 significantly
affects the literature for accountants in public practice who prepare financial
statements.
.17 This standard is effective for reviews, compilations, and preparation
of financial statements for periods ending on or after December 15, 2015. Early
implementation is permitted.
.18 SSARS No. 21 will supersede all extant AR sections in AICPA Professional Standards, with the exception of AR section 120, Compilation of Pro
Forma Financial Information (AICPA, Professional Standards). AR section 120
will be superseded by an additional clarity SSARS at a future date.
SSARS No. 21 is structured as follows:

r
r

r
r

Section 60, General Principles for Engagements Performed in Accordance With Statements on Standards for Accounting and Review Services, provides general principles for SSARSs engagements.
Section 70, Preparation of Financial Statements, is a new section issued as part of SSARS No. 21. This new section provides
requirements and guidance to an accountant who is engaged to
prepare financial statements for an entity but not engaged to perform a compilation, review, or audit with respect to those financial
statements.
Section 80, Compilation Engagements, provides requirements and
guidance to an accountant when engaged to perform a compilation
engagement on financial statements.
Section 90, Review of Financial Statements, provides requirements and guidance to an accountant when engaged to review
financial statements.

The sections of SSARS No. 21 will be codified in AICPA Professional Standards
as AR-C sections using the same section numbers as found in SSARS No.
21. For example, section 90 of SSARS No. 21 will be codified in the AICPA
Professional Standards as AR-C section 90, Review of Financial Statements.
The pre-clarified AR sections will remain in Professional Standards until the
clarified standards are fully effective.
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Background and Overview
.19 In October 2011, the Auditing Standards Board (ASB) reached a major milestone in its project to redraft all of the auditing sections in AICPA
Professional Standards, with the release of Statement on Auditing Standards
(SAS) Nos. 122–124. The clarified auditing standards are designed to make the
standards easier to read, understand, and apply.
.20 The AICPA Accounting and Review Services Committee (ARSC) concluded that undertaking a similar clarity project would serve the public interest
and ensure that all professional literature for audits, reviews, and compilations
are drafted using the same conventions. In addition, the resulting clarified compilation and review standards would be easier to read, understand, and apply.
.21 In May 2010, the ARSC approved a project to revise all its existing
compilation and review standards in the AR sections of AICPA Professional
Standards, substantially using the drafting conventions adopted by the ASB
in clarifying the auditing literature.
.22 The ARSC determined, however, that there would be certain differences between its clarity drafting conventions and those adopted by the ASB.
Specifically, the ARSC determined to not include specific application guidance with respect to governmental entities and smaller, less complex entities.
Accordingly, the clarified SSARSs are being drafted in accordance with the
ARSC's clarity drafting conventions, which include the following:

r
r
r
r
r

Establish objectives for each clarified AR section.
Include a definitions section, where relevant, in each clarified AR
section.
Separate requirements from application and other explanatory
material.
Number application and other explanatory material paragraphs
using an A- prefix and present them in a separate section that
follows the requirements section.
Use formatting techniques, such as bulleted lists, to enhance readability.

Convergence
.23 Whereas the ASB used, where applicable, the corresponding International Standards on Auditing (ISAs) as a base when drafting each clarified
auditing standard, the ARSC has used AU-C section 930, Interim Financial Information (AICPA, Professional Standards), as a base for the clarified review
literature. AU-C section 930 was clarified using the corresponding international standard for reviews of interim financial statements as a base (International Standard on Review Engagements [ISRE] 2410, Review of Interim
Financial Information Performed by the Independent Auditor of the Entity),
and there are no substantive differences between AU-C section 930 and ISRE
2410. The ARSC determined that it was more appropriate to converge with the
corresponding limited assurance engagement guidance in the U.S. auditing
literature than with ISRE 2400 (Revised), Engagements to Review Historical
Financial Statements.
.24 Although ARSC has considered International Standard on Related
Services (ISRS) 4410, Engagements to Compile Financial Statements, and has
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adopted certain of the requirements, section 80 of SSARS No. 21 has not been
fully harmonized with ISRS 4410 because some of the underlying premises
(for example, the requirement to determine independence) are different in the
United States of America.

Preparation of Financial Statements
.25 Section 70 of SSARS No. 21 applies when an accountant in public practice is engaged to prepare financial statements but is not engaged to perform
an audit, review, or a compilation on those financial statements. The section
does not apply in situations where the accountant is not in public practice.
.26 A report is not required—even when financial statements are expected
to be used by or presented to a third party. Instead, the accountant is required
to ensure that a statement is included on each page of the financial statements
indicating, at a minimum, "that no assurance is provided" on the financial
statements. If the accountant is unable to include a statement on each page of
the financial statements, the accountant is required to issue either a disclaimer
that makes clear that no assurance is provided on the financial statements or
perform a compilation engagement in accordance with section 80 of SSARS
No. 21.
.27 As in all other nonattest bookkeeping and accounting services engagements, the accountant is not required to consider whether he or she is independent. Section 70 of SSARS No. 21 can be applied to financial statements with
or without disclosures.
.28 The determination about whether the accountant has been engaged to
prepare financial statements or merely assist in preparing financial statements
(which is a bookkeeping service not subject to SSARSs) is determined based
on the services the client requests the accountant to perform and requires
the accountant to apply professional judgment. The following table provides
examples of services that the accountant may be engaged to perform and notes
whether section 70 of SSARS No. 21 would apply. The table is not intended to
be all inclusive and professional judgment would still need to be applied.

Examples of Services for Which
This Section Applies

Examples of Accountant Services
for Which This Section Does
Not Apply

Preparation of financial statements
prior to audit or review by another
accountant

Preparation of financial statements
when the accountant is engaged to
perform an audit, review, or
compilation of such financial
statements

Preparation of financial statements
for an entity to be presented
alongside the entity's tax return

Preparation of financial statements
with a tax return solely for
submission to taxing authorities

Preparation of personal financial
statements for presentation
alongside a financial plan

Personal financial statements that
are prepared for inclusion in written
personal financial plans prepared by
the accountant

ARA-CRA .25
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Examples of Accountant Services
for Which This Section Does
Not Apply
Financial statements prepared in
conjunction with litigation services
that involve pending or potential
legal or regulatory proceedings
Financial statements prepared in
conjunction with business valuation
services.
Maintaining depreciation schedules
Preparing or proposing certain
adjustments, such as those applicable
to deferred income taxes,
depreciation, or leases

Preparation of single financial
statements, such as a balance sheet
or income statement, or financial
statements with substantially all
disclosures omitted

Drafting financial statement notes

Using the information in a general
ledger to prepare financial
statements outside of an accounting
software system

Entering general ledger transactions
or processing payments (general
bookkeeping) in an accounting
software system

Compilation Engagements
.29 Section 80 of SSARS No. 21 modifies the applicability of the compilation literature. Extant2 AR section 80, Compilation of Financial Statements
(AICPA, Professional Standards), applies when an accountant is engaged to
report on compiled financial statements or submitted financial statements to
the client or to third parties. Submission is defined as "prepares and presents."
Whereas submission worked well as a trigger for the compilation service when
SSARS No. 1 was issued in December 1978, cloud computing and other technology applications have made it difficult to answer the question as to who
(or what) has prepared the financial statements. Section 80 of SSARS No. 21
eliminates the need for the accountant to determine an answer by eliminating
the submission requirement and making the compilation literature apply when
the accountant is engaged to perform a compilation service.
.30 Because section 80 of SSARS No. 21 applies when the accountant
is engaged, the accountant is always required to issue a compilation report.
However, to differentiate the non-assurance compilation report from assurance (review and audit) reports, the compilation report is now streamlined so
that the standard report is just one paragraph with no headings. Section 80 of
SSARS No. 21 retains the requirement that the accountant modify the accountant's compilation report whenever the accountant's independence is impaired.
Illustrative compilation reports are included in appendix C.
2
The term extant is used throughout this alert in reference to the standards that will be superseded by the clarified standards.
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.31 Section 80 of SSARS No. 21 can be applied to financial statements
with or without disclosures.

Similarities and Differences Between Preparation
and Compilation Engagements
.32 Sections 70 and 80 of SSARS No. 21 provide a bright line between
accounting (preparation) and reporting (compilation) services. The accountant
does not have to be concerned about whether the financial statements are
being used internally or used by third parties (including boards of directors).
The following table illustrates the similarities and differences between the two
services:
Compilation

Preparation

When does the
applicable section apply?

When an accountant is When an accountant is
engaged to perform a
engaged to prepare
compilation
financial statements
but is not engaged to
perform a compilation,
review, or audit on
those financial
statements

Is an engagement letter
required?3

Yes

Yes

Is the accountant
required to determine if
he or she is independent
of the client?

Yes

No

If the accountant is not
independent, is that fact
required to be disclosed
in the accountant's
report?

Yes

N/A

Does the engagement
require a report?

Yes

No4

May the financial
statements go to users
outside of management?

Yes

Yes

May the financial
statements omit notes?

Yes

Yes

3

The accountant may obtain one engagement letter that covers all services performed.
When an accountant is engaged to prepare financial statements, the accountant is required
to include a statement on each page of the financial statements indicating, at a minimum, that "no
assurance is provided" on the financial statements. If the accountant is unable to include a statement
on each page of the financial statements, the accountant is required to issue either a disclaimer
that makes clear that no assurance is provided on the financial statements or perform a compilation
engagement in accordance with section 80, Compilation Engagements, of SSARS No. 21.
4
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Review of Financial Statements
Changes From Extant Standards
.33 The following represents what the ARSC believes are the most significant changes to extant review literature.

Scope
.34 Extant AR section 90 provides guidance on reviews of financial
statements.5 Paragraph .01 of section 90 of SSARS No. 21, states that this
guidance may also be applied, adapted as necessary in the circumstances, to
other historical financial information on which the accountant has been engaged to issue a review report. Therefore, specified elements, accounts, or items
of a financial statement, supplementary information, required supplementary
information, financial information included in a tax return, and other historical
financial information may be reviewed in accordance with the SSARSs.

Reporting on the Financial Statements
.35 Section 90 of SSARS No. 21 requires the use of headings throughout
the accountant's review report to clearly distinguish each section of the report.
.36 Additionally, section 90 requires that the accountant's review report
name the city and state of the issuing office. The application material makes
clear that the city and state where the accountant practices may be indicated
on letterhead that contains the issuing office's city and state. Illustrative accountant's review reports are included in appendix D.

Emphasis-of-Matter and Other-Matter Paragraphs in the Accountant’s
Review Report
.37 Paragraph .33 of extant AR section 90 states that emphasis paragraphs are never required. However, section 90 of SSARS No. 21 requires the
accountant to include an emphasis-of-matter or other-matter paragraph in the
accountant's review report relating to the following matters:

r
r
r
r
r

Financial statements prepared in accordance with a special purpose framework
A changed reference to a departure from the applicable financial reporting framework when reporting on comparative financial
statements
Reporting on comparative financial statements when the prior
period is audited
Reporting a known departure from the applicable financial reporting framework that is material to the financial statements
Reporting when management revises financial statements for a
subsequently discovered fact that became known to the accountant after the report release date and the accountant's review
report on the revised financial statements differs from the accountant's review report on the original financial statements

5
Paragraph .01 of extant AR section 90, Review of Financial Statements (AICPA, Professional
Standards).

ARA-CRA .37

10

r
r

Alert

Supplementary information that accompanies reviewed financial
statements and the accountant's review report thereon
Required supplementary information

.38 In addition, section 90 of SSARS No. 21 requires the accountant to
include an emphasis-of-matter paragraph in the accountant's review report
when the accountant considers it necessary to draw users' attention to a matter appropriately presented or disclosed in the financial statements that, in the
accountant's professional judgment, is of such importance that it is fundamental to the user's understanding of the financial statements, provided that the
accountant does not believe that the financial statements may be materially
misstated.
.39 Section 90 of SSARS No. 21 introduces the requirement that the accountant include an other-matter paragraph in the accountant's review report
when the accountant considers it necessary to communicate a matter other
than those that are presented or disclosed in the financial statements that, in
the accountant's professional judgment, is relevant to the users' understanding of the review, the accountant's responsibilities, or the accountant's review
report.
.40 If the accountant expects to include an emphasis-of-matter or othermatter paragraph in the accountant's review report, section 90 of SSARS No.
21 requires the accountant to communicate with management regarding this
expectation and the proposed wording of this paragraph.

The Accountant’s Compilation and Review Reports on Financial
Statements Prepared in Accordance With a Special Purpose Framework
.41 SSARS No. 21 introduces the term special purpose framework
to SSARSs. The term special purpose framework includes the cash-, tax-,
regulatory-, and other bases of accounting that have traditionally been referred
to as other comprehensive bases of accounting as well as the contractual-basis
of accounting. Sections 80 and 90 of SSARS No. 21 include several new requirements with respect to reporting on financial statements prepared in accordance
with a special purpose framework, including the following:

r

r
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A requirement that the accountant modify the compilation (unless the entity elects to omit substantially all disclosures) or review report when the accountant becomes aware that the financial
statements do not include
—

a description of the special purpose framework.

—

a summary of significant accounting policies.

—

an adequate description about how the special purpose
framework differs from GAAP. The effects of these differences need not be quantified.

—

informative disclosures similar to those required by
GAAP when the financial statements contain items that
are the same as, or similar to, those in financial statements prepared in accordance with GAAP.

In the case of financial statements prepared in accordance with
a contractual-basis of accounting, a requirement that the accountant modify the compilation or review report if the financial
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statements do not adequately describe any significant interpretations of the contract on which the financial statements are based.
A requirement that the accountant's compilation or review report
on financial statements prepared in accordance with a special
purpose framework,
— make reference to management's responsibility for determining that the applicable financial reporting framework is acceptable in the circumstances when management has a choice of financial reporting frameworks in
the preparation of such financial statements.

r

— describe the purpose for which the financial statements
are prepared or refer to a note in the financial statements
that contains that information when the financial statements are prepared in accordance with a regulatory- or
contractual-basis of accounting.
A requirement that the accountant's compilation or review report
on financial statements prepared in accordance with a special
purpose framework include a separate paragraph under an appropriate heading, that
— indicates that the financial statements are prepared in
accordance with the applicable special purpose framework;
— refers to the note to the financial statements that describes the framework; and

r

— states that the special purpose framework is a basis of
accounting other than GAAP.
A requirement that the accountant's review report on special purpose financial statements include an other-matter paragraph under an appropriate heading that restricts the use of the accountant's review report when the special purpose financial statements
are prepared in accordance with
— a contractual-basis of accounting,
— a regulatory-basis of accounting, or
— an other basis of accounting when the subject matter of
the accountant's review report is based on

r
r

measurement or disclosure criteria that are determined by the accountant to be suitable only
for a limited number of users who can be presumed to have an adequate understanding of the
criteria, or
measurement or disclosure criteria that are
available only to the specified parties.

Required Supplementary Information
.42 SSARS No. 21 introduces two new defined terms applicable to compilation and review engagements:
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Required supplementary information. Information that a
designated accounting standard setter requires to accompany an
entity's basic financial statements. Required supplementary information is not part of the basic financial statements; however, a
designated accounting standard setter considers the information
to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or
historical context. In addition, authoritative guidelines for the
methods of measurement and presentation of the information
have been established.
Designated accounting standard setter. A body designated
by the Council of the AICPA to promulgate GAAP pursuant
to the "Compliance With Standards Rule" (AICPA, Professional
Standards, ET sec. 1.310.001 and 2.310.001), and the "Accounting Principles Rule" (AICPA, Professional Standards, ET sec.
1.320.001 and 2.320.001).

.43 SSARS No. 21 establishes a new requirement that the accountant
include an other-matter paragraph in the accountant's compilation or review
report on the financial statements to refer to the required supplementary information and establishes reporting requirements when the following occurs:

r
r
r
r
r
r
r

The required supplementary information is included and the accountant performed a compilation engagement on the required
supplementary information.
The required supplementary information is included and the accountant reviewed the required supplementary information.
The required supplementary information is included and the accountant did not perform a compilation, review, or audit on the
required supplementary information.
The required supplementary information is omitted.
Some required supplementary information is missing and some is
presented in accordance with the prescribed guidelines.
The accountant has identified departures from the prescribed
guidelines.
The accountant has unresolved doubts about whether the required
supplementary information is presented in accordance with prescribed guidelines.

Recent AICPA Independence and Ethics Developments
AICPA Ethics Codification Project—The Revised Code
of Professional Conduct
.44 At its January 2014 meeting, the Professional Ethics Executive Committee (PEEC) adopted its final version of the revised AICPA Code of Professional Conduct. This project, which commenced in November 2008, was one of
the longest in the PEEC's recent history, spanning more than six years and
consuming a significant amount of resources. However, the result is something
that AICPA members will find to be extremely useful. This effort is referred to
as the AICPA Ethics Codification Project.
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.45 The goal of the Ethics Codification Project was to reorganize and reformat the code into a structure that is easier for members and others to use,
and will also allow them to reach correct conclusions more quickly and intuitively. In addition, in order to enhance the user's understanding of the code's
requirements, the PEEC decided to link certain nonauthoritative information
issued by the AICPA Professional Ethics Division to the related topic in the
code.
.46 Although the intent of the project was not specifically to revise the
code, a substantial amount of the code's content was redrafted using consistent drafting and style conventions to clarify the existing guidance as part of
the reformatting process. In some cases, the PEEC concluded that the existing guidance should be expanded to make it broader or more understandable.
Consequently, some changes to prior guidance were identified in the PEEC exposure draft as substantive changes. These revisions are also specifically noted
in the revised code. One of the PEEC's intentional changes was redrafting all
preexisting ethics rulings as ethics interpretations. Such rulings had historically been drafted in a question and answer format, which typically covered
a very narrow and specific set of facts and usually focused on one particular
issue. In the revised code, all rulings were redrafted as interpretations and are
now codified under their appropriate topics. Furthermore, these new interpretations (or revised rulings) have often been broadened in scope, and thus, will
likely be more informative to members. Additionally, the revised code distinguishes rules from interpretations. The following are examples:

r
r

Rule 101, Independence [ET sec. 101 par. .01] is referred to as the
"Independence Rule" [ET sec. 1.200.001] in the revised code.
The content from the ethics ruling entitled "Financial Services
Company Client has Custody of a Member's Assets" [ET sec. 191
par. .081–.082] is incorporated into the "Brokerage and Other
Accounts" interpretation [ET sec. 1.255.020] found under the
subtopic "Depository, Brokerage, and Other Accounts" [ET sec.
1.255] of the "Independence" topic [ET sec. 1.200].

The reformatted code is organized in a manner that allows users to quickly find
those requirements that apply to them. It now has four sections, organized by
type of user:

r
r
r
r

Preface—Provides general information about the code and its
structure, contains the broad principles of professional conduct
and definitions, and has new guidance on changes to the code and
the related effective dates. This section is applicable to all users.
Part 1, Members in Public Practice—Contains all guidance applicable to members in public practice.
Part 2, Members in Business—Contains all guidance applicable to
members in business.
Part 3, Other Members—Contains all guidance applicable to all
other members, such as individuals who are retired or not currently in the workforce.

.47 Similar to the other recent codifications projects mentioned previously,
parts 1, 2, and 3 each use an organizational structure that starts with topics,
which are then typically broken down by subtopic, which are then broken down
by sections, with each subsequent level providing more specific information to
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the user. After this material, any nonauthoritative information applicable to
the topic, subtopic, or section is shown in boxed text at the end of the applicable
standard. The reformatted code uses a numerical hierarchy similar to that of
FASB Accounting Standards Codification® (ASC), which allows a user to easily
locate relevant information. The AICPA's Professional Ethics Division staff
has developed a mapping document that will assist members' understanding
of where to find various matters in the revised code by showing its links cross
referenced to the old code. This mapping document will also be reproduced in
the code for a period of time.
.48 The effective date of the revised code is December 15, 2014; however, the effective date of the new conceptual frameworks is one year later—
December 15, 2015. Members are permitted to implement both the revised
code and the conceptual frameworks prior to their effective dates; however, the
PEEC decided that members should not implement the relevant conceptual
framework prior to implementing the revised code. The revised code will be issued in its electronic format and will be free of charge to all users. It is located
at http://pub.aicpa.org/codeofconduct.

Conceptual Framework for AICPA Independence Standards
.49 Since 2006, the Code of Professional Conduct has included a "Conceptual Framework for AICPA Independence Standards," which is used by
members when considering independence matters not specifically addressed in
the code. Please note that the existing conceptual framework should be used
only for independence related matters; it does not apply to other parts of the
code. The existing conceptual framework was based on the risk-based approach
that the PEEC and other standard setters typically apply in developing independence standards. The risk-based approach entails evaluating the risk that
the member would not be independent, or that the member would be perceived
as not independent by a reasonable and informed third party with knowledge
of all relevant information. It requires the following three steps:
1. Identify and evaluate potential threats to independence and determine whether those threats are at an acceptable level.
2. Where such threats are not at an acceptable level, the member
must consider and apply appropriate safeguards to eliminate the
threats or reduce them to an acceptable level.
3. If no safeguards are available to eliminate an unacceptable threat
or reduce it to an acceptable level, independence would be considered impaired.
.50 The existing conceptual framework defines safeguards as "controls
that eliminate or reduce threats to independence," and it includes a discussion on the effectiveness of safeguards, as well as an expansive (but not allinclusive) listing of safeguards that the member may consider applying in the
circumstances.
.51 In connection with the aforementioned Ethics Codification Project
discussion, the PEEC decided it would be helpful if the code contained guidance
on how to address relationships or circumstances not addressed in the code but
that give rise to threats to rules other than independence. As a result, the PEEC
developed two new conceptual frameworks, one for members in business, and
another for members in public practice. Both of the new conceptual frameworks
are to be used only in situations for which the revised code does not contain
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a specific rule or requirement; however, if a member cannot demonstrate that
safeguards were applied that eliminated or reduced significant threats to an
acceptable level, the member will be in violation of the applicable rule.
.52 The PEEC has recognized that many members may be unfamiliar with
using the conceptual frameworks, especially those members in business who
may never have had to use the threats and safeguards approach before. As a result, members have been given an additional year before they will be required to
implement the new conceptual frameworks. Furthermore, the AICPA is developing a conceptual frameworks toolkit that will assist members in understanding and applying the conceptual framework concepts to their specific situations.
The toolkit is expected to contain checklists, flowcharts, case summaries, and
frequently asked questions. It will include examples and materials relevant
to members both in public practice and in business. The toolkit is expected to
be available in 2015. Check the Ethics Codification Project page for updates
at www.aicpa.org/InterestAreas/ProfessionalEthics/Community/Pages/aicpaethics-codification-project.aspx.

Revisions to the "Nonattest Services" Interpretation
Cumulative Effect on Independence When Providing Nonattest Services
.53 The "Nonattest Services" interpretation6 has provided guidance for
many years now to members in public practice concerning the performance
of certain services that could be considered to impair independence. It has
also been revised numerous times to address new or changing practice issues.
Though the guidance in this interpretation has focused on various types of
engagements and activities, it has not contained any requirements or specific
guidance on the effect that multiple nonattest engagements might have on
independence.
.54 In August 2013, the PEEC approved a significant change to the interpretation that will now require a member in public practice to consider the
cumulative effect on independence that arises from a member or a member's
firm performing multiple permitted nonattest services or engagements. The
new requirement is effective for engagements covering periods beginning on or
after December 15, 2014.
.55 The PEEC has determined that performing multiple nonattest services can increase the significance of the self-review and the management
participation threats, as well as other threats to independence. Under the new
requirements, it is not sufficient for a member to consider only the threats to
independence at the time an engagement to perform a nonattest service begins. Rather, a member is now required to evaluate whether the performance
of multiple nonattest services in the aggregate creates a significant threat to
the member's independence that cannot be reduced to an acceptable level by
the application of the safeguards outlined in the interpretation's general requirements section. In cases where threats are not at an acceptable level, the
interpretation requires the member to apply additional safeguards to eliminate the threats, or reduce them to an acceptable level. If safeguards cannot
eliminate or reduce threats to an acceptable level, to maintain independence,
the member should not perform the additional nonattest services.

6

Revised code: ET sec. 1.295. Pre-revision code: ET sec. 101 par. 05.
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.56 Under the new guidance, a member is not required to consider the
possible independence threats created by any nonattest services that are provided to the member's attest client by other network firms within the member's
firm's network.

Certain Services Performed in Connection With an Attest Engagement
.57 The AICPA's Professional Ethics Division has noted for several years
now that there has been confusion among members in public practice concerning services typically performed in conjunction with an attest engagement,
such as preparation of financial statements, cash to accrual conversions, reconciliations, and similar activities. Members were seeking clarity regarding
whether such services are simply a part of the attest engagement or whether
they are actually a separate engagement that would be subject to the general
requirements of the "Nonattest Services" interpretation.
.58 PEEC recently clarified these situations and added guidance to the
"Nonattest Services" interpretation7 as follows:
. . . activities such as financial statement preparation, cash-to-accrual
conversions, and reconciliations are considered outside the scope of the
attest engagement and, therefore, constitute a nonattest service. Such
activities would not impair independence provided the requirements
of this interpretation are met.
.59 The aforementioned requirements referenced in the PEEC revision
serve as safeguards to eliminate threats or reduce them to an acceptable level.
These requirements are referred to as the "General Requirements for Performing Nonattest Services."8 These requirements include determining that
the client has assumed all management responsibilities (and the member has
not assumed any such responsibilities), determining that the client properly
oversees the service, determining that the client evaluates the adequacy and
results of the service, and determining that the client accepts responsibility
for the service. These matters are often outlined specifically in an engagement
letter, which may also cover the attest engagement.
The requirement to treat these services, as well as any other services of a similar nature, as nonattest services is effective for engagements covering periods
beginning on or after December 15, 2014.

Restoring Independence
.60 Recently, the PEEC revised the requirements with respect to the period in which independence would be impaired if an accountant provided a
prohibited nonattest service. According to paragraph .03 of the "Nonattest Services" interpretation, before a member or his or her firm (member) performs
nonattest services (for example, tax or consulting services) for an attest client,
the member should determine that the requirements described in this interpretation have been met. In cases where the requirements of this interpretation
have not been met during the period of the professional engagement or the
period covered by the financial statements, the member's independence would
be impaired, except as noted in the following paragraph.

7
8

Revised code: ET sec. 1.295.010 par. .06. Pre-revision code: ET sec. 101 par. .05.
Revised code: ET sec. 1.295.040. Pre-revision code: ET sec. 101 par. .05.
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.61 A member's independence would not be impaired if the member performed nonattest services that would have impaired independence during the
period covered by the financial statements, provided that all the following conditions exist:
a. The nonattest services were provided prior to the period of the
professional engagement.
b. The nonattest services related to periods prior to the period covered
by the financial statements.
c. The financial statements for the period to which the nonattest services relate were audited by another firm (or in the case of a review
engagement, reviewed or audited by another firm).

Current Practice Issues
Preparation of Financial Statements for an Attest Client
.62 For many years, accountants would prepare financial statements as
part of attest engagements (audits, reviews, and compilations).
.63 However, as noted in paragraph .58, the AICPA's Professional Ethics
Committee has concluded that services such as preparation of financial statements, cash to accrual conversions, reconciliations, and similar activities are
outside of the scope of the attest (audit, review, or compilation) engagement,
and instead represent a separate engagement that would be subject to the
general requirements of the "Nonattest Services" interpretation.
.64 This may not result in a tremendous effect on the way many practitioners perform their audit, review, or compilation engagements if such practitioners are able to maintain their independence. However, practitioners who
are unable to meet the general requirements of the "Nonattest Services" interpretation with respect to the financial statement preparation will not be
independent and will be precluded from preforming an audit or review with
respect to those financial statements. Although the accountant would not be
precluded from performing a compilation engagement, the accountant would
have to disclose a lack of independence in the accountant's compilation report.

Engagement Letters
.65 Paragraph .11 of section 90, paragraph .10 of section 80, and paragraph
.10 of section 70 of SSARS No. 21 require that the accountant agree upon the
terms of the engagement with management and document the agreed-upon
terms of the engagement in an engagement letter or other suitable form of
written agreement. An engagement letter is the most common, and usually
the most convenient, method for documenting the understanding with management regarding the services to be performed. A formal contract is another
suitable form of written agreement. A verbal understanding with management
is insufficient.
.66 The purpose of the engagement letter is to ensure that both the
accountant and management understand the objectives of the engagement,
management's responsibilities (including their responsibilities for their financial statements), the accountant's responsibilities, and the limitations of the
engagement.
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.67 SSARS No. 21 requires that the accountant obtain an engagement
letter signed by both the accountant and the client's management or those
charged with governance, as appropriate for all SSARSs engagements. Having
both parties sign the engagement letter evidences agreement on those important aspects of the engagement.
.68 SSARS No. 21 continues to leave the period that the engagement letter may cover to the accountant's judgment. The engagement letter can cover
multiple services and address both nonattest and attest services (for example, an engagement to prepare monthly financial statements and review the
annual financial statements for an entity). The engagement letter may also
cover multiple years or can run into perpetuity—which some accountants refer
to as "evergreen engagement letters." Although not prohibited, the practice of
obtaining such multiyear or evergreen engagement letters is strongly discouraged because it may unwittingly result in extending the statute of limitations
for malpractice and because the understanding between the accountant and
management tends to lose clarity as time passes. If you do choose to use a multiyear letter it is strongly suggested the accountant clarify in the engagement
letter that each subsequent engagement is a separate and distinct engagement.
However, the best practice is for the accountant to obtain a new engagement
letter at least annually.
.69 Illustrative engagement letters for SSARSs engagements are included
in appendix A of this alert.

Reporting on the Financial Statements—Supplementary
Information
.70 Paragraphs .32–.34 of section 80 and paragraphs .80–.82 of section
90 of SSARS No. 21 provide requirements when supplementary information
accompanies financial statements that have been subjected to a compilation or
review engagement.
.71 When supplementary information accompanies financial statements
and the accountant's compilation or review report thereon, the accountant
should clearly indicate the degree of responsibility, if any, the accountant is
taking with respect to such information in either
a. an other-matter paragraph in the accountant's compilation report
on the financial statements, or
b. a separate report on the supplementary information.
.72 The requirements in SSARS No. 21 are more restrictive than the
requirements with respect to supplementary information that accompanies
audited financial statements and the auditor's report thereon. In the case of
supplementary information that accompanies audited financial statements and
the auditor's report thereon, the auditor is not required to make reference to
the other information in the auditor's report on the financial statements or
issue a separate report on the information.
.73 When the accountant has performed a compilation engagement with
respect to both the financial statements and the supplementary information,
the accountant should include an other-matter paragraph in the accountant's
compilation report on the financial statements or issue a separate report on
the supplementary information that states
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a. the information is presented for purposes of additional analysis
and is not a required part of the basic financial statements;
b. the information is the representation of management; and
c. the accountant performed a compilation engagement in accordance
with SSARSs promulgated by the AICPA, however, the accountant
has not audited or reviewed the information and, accordingly, does
not express an opinion, a conclusion, or provide any form of assurance on such information.
.74 When the accountant has performed a review engagement with respect to both the financial statements and the supplementary information,
the accountant should include an other-matter paragraph in the accountant's
review report on the financial statements or issue a separate report on the
supplementary information that states
a. the information is presented for purposes of additional analysis
and is not a required part of the financial statements;
b. the information is the representation of management;
c. the accountant has reviewed the information and, based on the
accountant's review, whether the accountant is aware of any material modifications that should be made to the information in order
for it to be in accordance with the applicable financial reporting
framework, and
d. the accountant has not audited the information and, accordingly,
does not express an opinion on such information.
.75 When the accountant has performed a compilation or review engagement with respect to the financial statements but has not performed a compilation or review engagement with respect to the supplementary information, the
other-matter paragraph in the accountant's compilation or review report on the
financial statements or the separate report on the supplementary information
should state that
a. the information is presented for purposes of additional analysis
and is not a required part of the financial statements;
b. the information is the representation of management; and
c. the accountant has not audited, reviewed, or performed a compilation engagement with respect to the information and, accordingly,
does not express an opinion, a conclusion, or provide any form of
assurance on such information.

Variable Interest Entities
.76 Accountants engaged to prepare financial statements in accordance
with GAAP or to perform a compilation or review of financial statements prepared in accordance with GAAP should consider whether the requirements
concerning variable interest entities (VIEs) are applicable to the financial statements. Paragraph 38A of FASB ASC 810-10-25 requires a reporting entity with
a variable interest in a VIE to assess whether the reporting entity has a controlling financial interest in the VIE and, thus, is the VIE's primary beneficiary.
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Modification to the Accountant’s Review Report When a Client Adopts a
Private Company Council Accounting Alternative That Results in a
Change to a Previously Issued Report
.77 If a client adopts the guidance in FASB Accounting Standards Update (ASU) No. 2014-07, Consolidation (Topic 810): Applying Variable Interest
Entities Guidance to Common Control Leasing Arrangements (a consensus of
the Private Company Council), in the current year, and had elected not to consolidate a material VIE in the prior year, the prior year review report would
have noted a departure from GAAP. In the current year comparative financial
statements, there would be a change to the previously issued report since the
accounting change would be applied retrospectively. Accordingly, the prior year
report would no longer need a reference to a departure from GAAP. However,
the accountant would be required to add an other-matter paragraph to the
review report in the current year.
.78 According to paragraph .49 of section 90 of SSARS No. 21, when the
accountant's review report on the financial statements of a prior period contains
a changed reference to a departure from the applicable financial reporting
framework, the report should include an explanatory paragraph indicating
a. the date of the accountant's previous review report;
b. the circumstances or events that caused the reference to be
changed; and
c. when applicable, that the financial statements of the prior period
have been changed.

Illustrative Other-Matter Paragraph
.79 In our report dated March 1, 2013, with respect to the 2012 financial
statements, we referred to a departure from accounting principles generally
accepted in the United States because ABC Company excluded a variable interest entity from the accompanying financial statements that should have
been consolidated. As described in note X, in March 2014, FASB issued ASU
No. 2014-07, which no longer requires nonpublic companies to apply variable
interest entity guidance to certain common control leasing arrangements. This
guidance required retrospective application. Accordingly, our statement on the
2012 financial statements presented herein, which states that we are not aware
of any material modifications that should be made to the accompanying financial statements, is different from that expressed in our previous report.

Peer Reviews of Compilation and Review Engagements
Matters for Consideration
.80 In performing peer review engagements, peer reviewers use matter for
further consideration forms to document issues identified based on the review
of individual engagements or the firm's system of quality control, or both. A
matter is noted as a result of evaluating whether an engagement submitted for
review was performed or reported on in conformity with applicable professional
standards, or both. The evaluation includes reading the financial statements or
information and the related accountant's reports, and assessing the adequacy
of procedures performed, including related documentation. Matters included on
these forms may stay as matters or may be elevated to findings or deficiencies.
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.81 Depending on the resolution of a matter and the process of aggregating and evaluating peer review results, a matter may develop into a finding.
Findings will also be evaluated and, after considering their nature and relative
importance, including whether they are material to the understanding of the
report or financial statements, or represent the omission of a critical procedure
including documentation, may not get elevated to a deficiency. Alternatively,
a matter may develop into a finding and get elevated to a deficiency. That
deficiency may or may not be further elevated to a significant deficiency.
.82 In 2013, the AICPA Peer Review Program reported that approximately 28,800 engagements were reviewed, of which approximately 18,900
were review or compilation engagements. Based on peer reviews performed
during 2012–2013, the items that follow were common examples of noncompliance (both material and immaterial) with professional standards. These
items are updated quarterly and can be found at www.aicpa.org/interestareas/
peerreview/community/peerreviewers/pages/examplesofmattersinpeerreviews
.aspx.

Common Peer Review Findings—Review Engagements
Management Representations—Omissions and Errors
.83 Paragraphs .32–.37 of section 90 of SSARS No. 21 provide the requirements with respect to written representations in a review engagement.
Written representations from management are required for all financial statements and periods covered by the accountant's review report. The accountant
should request

r
r
r
r
r
r
r

that management provide written representations that are dated
as of the date of the accountant's review report.
that management has fulfilled its responsibility for the preparation and fair presentation of the financial statements, in accordance with the applicable financial reporting framework, as set
out in the terms of the engagement.
that management acknowledges its responsibility for designing,
implementing, and maintaining internal control relevant to the
preparation and fair presentation of financial statements, including its responsibility to prevent and detect fraud.
that management has provided the accountant with all relevant
information and access, as agreed upon in the terms of the engagement.
that management has responded fully and truthfully to all of the
accountant's inquiries.
that all transactions have been recorded and are reflected in the
financial statements.
that management has disclosed to the accountant its knowledge
of fraud or suspected fraud affecting the entity involving
— management,
— employees who have significant roles in internal control,
or
— others when the fraud could have a material effect on the
financial statements.
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that management has disclosed to the accountant its knowledge
of any allegations of fraud or suspected fraud affecting the entity's financial statements communicated by employees, former
employees, regulators, or others.
that management has disclosed to the accountant all known instances of noncompliance or suspected noncompliance with laws
and regulations whose effects should be considered when preparing financial statements.
about whether management believes that the effects of uncorrected misstatements are immaterial, individually and in the aggregate, to the financial statements as a whole. A summary of
such items should be included in, or attached to, the written representation.
that management has disclosed to the accountant all known actual or possible litigation and claims whose effects should be considered when preparing the financial statements, and it has appropriately accounted for and disclosed such litigation and claims
in accordance with the applicable financial reporting framework.
about whether management believes that significant assumptions
used by it in making accounting estimates are reasonable.
that management has disclosed to the accountant the identity
of the entity's related parties and all of the related party relationships and transactions of which it is aware and it has appropriately accounted for and disclosed such relationships and
transactions.
that all events occurring subsequent to the date of the financial
statements and for which the applicable financial reporting framework requires adjustment or disclosure have been adjusted or disclosed.

.84 The representation letter ordinarily should be tailored to include additional appropriate representations from management relating to matters specific to the entity's business or industry.

Basic Reporting Elements—Failure to Follow the Basic Report Elements
.85 Practitioners should note that financial statements reviewed by the
accountant should be accompanied by a written report. As noted previously
in paragraph .35–.36, section 90 of SSARS No. 21 revised the requirements
for reporting on review engagements. The basic elements of the report are as
follows:

r
r
r
r
r
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r
r
r
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Engagement Letters—Omissions and Errors
.86 Readers should refer to the "Current Practice Issues" section in the
alert for information on engagement letters.

Common Peer Review Findings—Compilation Engagements
Reporting on the Financial Statements—Failure to Include
Basic Report Elements
.87 As noted previously in paragraph .30, section 80 of SSARS No. 21
revised the requirements for the accountant's compilation report. The accountant's compilation report should be in writing and should

r
r
r
r
r
r

r
r
r

include a statement that management (owners) is (are) responsible for the financial statements.
identify the financial statements that have been subjected to the
compilation engagement.
identify the entity whose financial statements have been subjected
to the compilation engagement.
specify the date or period covered by the financial statements.
include a statement that the accountant performed the compilation engagement in accordance with SSARSs promulgated by the
Accounting and Review Services Committee of the AICPA.
include a statement that the accountant did not audit or review
the financial statements nor was the accountant required to perform any procedures to verify the accuracy or completeness of the
information provided by management and, accordingly, does not
express an opinion, a conclusion, nor provide any assurance on
the financial statements.
include the signature of the accountant or the accountant's firm.
include the city and state where the accountant practices.
include the date of the report, which should be the date that the
accountant has completed the procedures required by section 80
of SSARS No. 21.

Reporting on the Financial Statements—Supplementary Information
.88 Readers should refer to the section "Current Practice Issues" in the
alert for information on reporting on supplementary information.

Reporting on the Financial Statements—Failure to Report That
Substantially All Required Disclosures Have Been Omitted
.89 In accordance with paragraph .25 of section 80 of SSARS No. 21, when
reporting on financial statements that omit substantially all disclosures required by the applicable financial reporting framework, the accountant should
include a separate paragraph in the accountant's compilation report that includes the following elements:
a. A statement that management has elected to omit substantially
all the disclosures (and the statement of cash flows, if applicable)

ARA-CRA .89

24

Alert

required by the applicable financial reporting framework (or ordinarily included in the financial statements if the financial statements are prepared in accordance with a special purpose framework)
b. A statement that if the omitted disclosures (and the statement of
cash flows, if applicable) were included in the financial statements,
they might influence the user's conclusions about the entity's financial position, results of operations, and cash flows (or the equivalent
for presentations other than GAAP)
c. A statement that, accordingly, the financial statements are not
designed for those who are not informed about such matters

Engagement Letters—Omissions and Errors
.90 Readers should refer to the section "Current Practice Issues" in the
alert for information on engagement letters.

 AICPA Peer Review Program: Training and frequently asked questions about the AICPA Peer Review program can be found at www
.aicpa.org/InterestAreas/PeerReview/Pages/PeerReviewHome.aspx.
Questions can also be directed to the Peer Review Hotline at
919.402.4502 or prptechnical@aicpa.org.

Recent Activities of FASB’s Private Company Council
.91 In May 2012, the Financial Accounting Foundation's Board of Trustees
approved the establishment of the Private Company Council (PCC) to improve
the standard-setting process for private companies. The PCC will develop,
deliberate, and formally vote on proposed alternatives for private companies
within U.S. GAAP. FASB and the PCC also will also consider private company issues in standard-setting projects under active consideration on FASB's
technical agenda.

Intangible Assets in a Business Combination
.92 In July 2013, the PCC exposed for public comment PCC Issue No. 1301A, Accounting for Identifiable Intangible Assets in a Business Combination.
This proposal modifies the requirement for private companies to separately
recognize fewer intangible assets acquired in a business combination. The PCC
continues to discuss several alternatives on the accounting for identifiable
intangible assets in a business combination. During the April 29, 2014 meeting
of the PCC, FASB presented the following additional alternatives to the PCC:
1. View B1: Principle with Rebuttable Presumptions—Intangible assets would only be separately recognized if they are capable of being
sold or licensed independently from other assets of a business. This
alternative includes rebuttable presumption language on which assets would typically be expected to be recognized and which would
not.
2. View B2: Change Limited to Non-Competition Agreements (NCA)
and Customer-Related Intangibles (CRI)—NCAs would not be recognized and CRIs would only be recognized if they are capable
of being sold or licensed independently from other assets of a
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business. This alternative includes a rebuttable presumption that
CRIs generally would not meet the criteria for recognition.
3. View B3: Principle and Rebuttable Presumption Limited CRIs—
Similar to View B2, but limited to CRIs.
4. View B4: Narrower Definition of Contractual CRIs—This alternative narrows the guidance for determining when a CRI meets the
contractual-legal criterion for recognition provided in FASB ASC
805-20-55-25.

Accounting for Goodwill
.93 In January 2014, FASB issued ASU No. 2014-02, Intangibles—
Goodwill and Other (Topic 350): Accounting for Goodwill (a consensus of the
Private Company Council). According to this ASU, the PCC obtained feedback
from private company stakeholders that the benefits of the current accounting
for goodwill after initial recognition do not justify the related costs. The PCC
decided that the concerns expressed about the cost and complexity encountered with applying the current goodwill accounting guidance and the limited
relevance to users indicated that a change to the accounting for goodwill was
warranted.
.94 This ASU permits a private company to subsequently amortize goodwill on a straight-line basis over a period of 10 years, or less if the company
demonstrates that another useful life is more appropriate. It also permits a
private company to apply a simplified impairment model to goodwill. Goodwill
is the residual asset recognized in a business combination after recognizing all
other identifiable assets acquired and liabilities assumed.
.95 The accounting alternative, if elected, should be applied prospectively to goodwill existing as of the beginning of the period of adoption and
new goodwill recognized in annual periods beginning after December 15,
2014, and interim periods within annual periods beginning after December
15, 2015. Early application is permitted, including application to any period
for which the entity's annual or interim financial statements have not yet
been made available for issuance. You can view the full text of this ASU at
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498.

Simplified Hedge Accounting
.96 In January 2014, the FASB issued ASU No. 2014-03, Derivatives and
Hedging (Topic 815): Accounting for Certain Receive-Variable, Pay-Fixed Interest Rate Swaps—Simplified Hedge Accounting Approach (a consensus of the
Private Company Council). According to this ASU, the PCC received input
through outreach that private companies often find it difficult to obtain fixedrate borrowing. Some private company stakeholders contend that because of
limited resources and the fact that hedge accounting is difficult to understand
and apply, many private companies lack the expertise to comply with the requirements to qualify for hedge accounting. Therefore, they do not elect to apply
hedge accounting which results in income statement volatility.
.97 This ASU gives private companies—other than financial institutions—
the option to use a simplified hedge accounting approach to account for swaps
that are entered into for the purpose of economically converting a variablerate borrowing into a fixed-rate borrowing. Under this approach, the income
statement charge for interest expense will be similar to the amount that would
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result if the entity had directly entered into a fixed-rate borrowing instead of a
variable-rate borrowing and a receive-variable-pay-fixed interest rate swap.
.98 The simplified hedge accounting approach will be effective for annual
periods beginning after December 15, 2014, and interim periods within annual
periods beginning after December 15, 2015, with early adoption permitted. Private companies have the option to apply the amendments in this ASU using
either the (a) modified retrospective approach or the (b) full retrospective approach. These two approaches are described in further detail in the full text of
the ASU at www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498.

Variable Interest Entities
.99 In March 2014, the FASB issued ASU No. 2014-07. According to this
ASU, the PCC added this issue to its agenda in response to feedback from private company stakeholders indicating that the benefits of applying VIE guidance to a lessor entity under common control do not justify the related costs.
The PCC decided that the concerns expressed about the cost and complexity of
applying VIE guidance and the lack of relevance to users when consolidating
lessor entities under common control indicated that a change to VIE guidance
should be explored. The PCC reached a consensus to provide an elective accounting alternative for private companies in applying VIE guidance to lessor
entities under common control leading to the issuance of this ASU.
.100 The amendments permit a private company lessee (the reporting
entity) to elect an alternative not to apply VIE guidance to a lessor entity if

r
r
r
r

the private company lessee and the lessor entity are under common control,
the private company lessee has a lease arrangement with the
lessor entity,
substantially all of the activities between the private company
lessee and the lessor entity are related to leasing activities (including supporting leasing activities) between those two entities,
and
if the private company lessee explicitly guarantees or provides collateral for any obligation of the lessor entity related to the asset
leased by the private company, then the principal amount of the
obligation at inception of such guarantee or collateral arrangement does not exceed the value of the asset leased by the private
company from the lessor entity.

Examples of supporting leasing activities between the private company lessee
and the lessor entity include issuance of a guarantee and provision of collateral
on the obligations of the lessor entity that are related to the asset(s) leased to
the private company lessee.
.101 If elected, the accounting alternative should be applied retrospectively to all periods presented. The alternative will be effective for annual
periods beginning after December 15, 2014, and interim periods within annual periods beginning after December 15, 2015. Early application is permitted, including application to any period for which the entity's annual or interim financial statements have not yet been made available for issuance. See
the full text of this ASU at www.fasb.org/jsp/FASB/Page/SectionPage&cid=
1176156316498.
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On the Horizon
ASU No. 2014-15, Presentation of Financial Statements—Going
Concern (Subtopic 205-40): Disclosure of Uncertainties about an
Entity’s Ability to Continue as a Going Concern
.102 In August 2014, the FASB issued ASU No. 2014-15, Presentation of
Financial Statements—Going Concern (Subtopic 205-40): Disclosure of Uncertainties about an Entity's Ability to Continue as a Going Concern. The summary
section of this ASU notes that the board received input indicating that because
of the lack of guidance in GAAP and the differing views about when there is
substantial doubt about an entity's ability to continue as a going concern, there
is diversity in whether, when, and how an entity discloses the relevant conditions and events in its footnotes. Currently, GAAP has no guidance regarding
management's responsibility to evaluate whether there is substantial doubt
about an entity's ability to continue as a going concern or to provide related
footnote disclosures. This ASU provides that guidance and should reduce diversity in the timing and content of footnote disclosures. This ASU requires
management to assess an entity's ability to continue as a going concern by incorporating and expanding upon certain principles currently in U.S. auditing
standards. Specifically, this ASU
a. provides a definition of the term substantial doubt;
b. requires an evaluation every reporting period including interim
periods;
c. provides principles for considering the mitigating effect of management's plans;
d. requires certain disclosures when substantial doubt is alleviated
as a result of consideration of management's plans;
e. requires an express statement and other disclosures when substantial doubt is not alleviated; and
f. requires an assessment for a period of one year after the date that
the financial statements are issued (or available to be issued).
ASU No. 2014-15 is effective for the annual period ending after December 15,
2016, and for annual periods and interim periods thereafter. Early application
is permitted.

Proposed SSARS on Prospective and Pro Forma
Financial Information
.103 The final part of the ARSC's clarity project will address prospective and pro forma financial information. The ARSC will develop a proposed
standard that will address requirements and guidance on assembly and compilation of prospective financial information. Currently, such requirements and
guidance are included in the attestation standards. The proposed SSARS will
also include the clarified requirements and guidance from AR section 120.
.104 The ARSC expects to issue an exposure draft of the proposed standard
in 2015. The ARSC will consider the comments received on the proposed SSARS
at a subsequent meeting in 2015, and expects to issue the final standard in 2016.
The issuance of that standard will represent the completion of the project to
clarify the literature for SSARSs engagements.
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SSARS No. 21 Implementation Resources
.105 The AICPA will offer several resources to assist practitioners in
implementing SSARS No. 21. Revisions to the 2015 AICPA Guide Review,
Compilation, and Financial Statement Preparation Engagements will include
more extensive details relating to SSARS No. 21, implementation guidance,
several illustrative engagement letters, and several new illustrative review
and compilations reports. There will also be a new continuing education course
specifically addressing the new preparation standard and guidance on how to
perform an engagement to prepare financial statements. Additionally, there
will be a classroom and online version of a new continuing education curriculum titled, "Review, Compilation, and Financial Statement Preparation Staff
Essentials." This curriculum will cover all engagements governed by SSARSs
and guide the user on how to plan, perform, and report on SSARSs engagements. This broad-ranging curriculum will include case studies and practical
examples to provide the user with real life scenarios and the best practices they
can employ to approach them.

Resource Central
.106 The following are various resources that practitioners who perform
reviews, compilations, and engagements to prepare financial statements may
find beneficial.

The AICPA Center for Plain English Accounting
.107 The Center for Plain English Accounting (CPEA) is a new service
available to PCPS member firms. They provide expertise and resources in a
straight-forward and clear style. Written responses to technical inquiries, webcasts on hot topics, and monthly A&A reports and alerts are helping practitioners understand and implement the authoritative professional literature when
they are performing an audit, review, compilation, or an engagement to prepare
financial statements. To join the CPEA and take advantage of these valuable
resources and guarantee your practice one seat at eight annual webcasts (16
CPE credits), go to www.aicpa.org/CPEA.

Publications
.108 Practitioners may find the following publications useful. Choose the
format best for you—online, e-book, or print.

r
r
r
r
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Codification of Statements on Standards for Accounting and
Review Services (product no. ACODSSARS14P [paperback] or
ACODSSARS14E [e-book])
AICPA Guide Compilation and Review Engagements (2014)
(product no. AAGCRV14P [paperback] WRC-XX [online] or
AAGCRV14E [e-book])
AICPA Practice Aid Accounting and Financial Reporting Guidelines for Cash- and Tax-Basis Financial Statements (product no.
APACTB12P [paperback], APACTBO [online], or APACTB12E
[e-book])
Alert Independence and Ethics Developments—2014/15 (product
no. ARAIET14P [paperback], WIA-XX [online], or ARAIET14E
[e-book])
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AICPA Guide Compilation and Review Engagements, Developments in Review, Compilation, and Financial Statement Preparation Engagements and Codification of Statements on Standards
for Accounting and Review Services Set (product no. WSR-XX)
U.S. GAAP Financial Statements—Best Practices in Presentation
and Disclosure (formerly Accounting Trends & Techniques) (product no. ATTATT14P [paperback] or WNG-XX [online])
Financial Reporting Framework for Small- and Medium-Sized
Entities With Implementation Resources (product no. AFRFSME13P [paperback] or AFRFSME13E [e-book] or AFRFSMEO
[online])

FRF for SMEs Toolkits
.109 The AICPA has developed free FRF for SMEs™ toolkits to help CPAs
and CPA firms, financial statement users, and small businesses learn about
the FRF for SMEs reporting option. These toolkits contain overviews, sample
illustrative financial statements, videos, PowerPoint presentations, and much
more. There are three toolkits available: one for CPAs, one for financial statement users, and one for small businesses.
.110 All of the resources are available free of charge at www.aicpa
.org/interestareas/frc/accountingfinancialreporting/pcfr/pages/financialreporting-framework.aspx.

Decision Tool for Adopting FRF for SMEs
.111 The AICPA has developed a tool to help owners and managers of a
small- or medium-sized private business and CPAs serving those businesses to
make an informed decision about choosing an accounting framework, including
the FRF for SMEs framework, as an appropriate basis for the preparation of
the entity's financial statements. The choice of a financial reporting framework
rests with the owners and managers of a private company, in consideration
of their needs and the needs of the users of their financial information.
Readers should note that the tool is presented as a nonauthoritative aid and
its use is not required. The tool is available online to AICPA members at the
AICPA's Financial Reporting Center at www.aicpa.org/InterestAreas/FRC/
AccountingFinancialReporting/PCFR/DownloadableDocuments/FRF-SME/
FRFforSMEs DecisionTool.pdf.

Continuing Professional Education
.112 The AICPA offers a number of continuing professional education
(CPE) courses that are valuable to CPAs working in public practice and industry, including the following:

r
r

AICPA's Annual Accounting and Auditing Workshop (product no.
736189 [text] or 187197 [DVD with manual]). Whether you are
in industry or public practice, this course keeps you current and
informed and shows you how to apply the most recent standards.
Internal Control: Essentials for Financial Managers, Accountants,
& Auditors (product no. 731905 [text]). This course will provide
you with a solid understanding of systems and control documentation at the significant process level.
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.113 Among the many courses, the following are specifically related to
compilation and review engagements:

r
r
r
r
r

Compilation Engagement Fundamentals (product no. 733628
[text])
Review Engagement Fundamentals (product no. 733548 [text])
Compilation and Review Update (product no. 733377 [text])
Managing Compilation, Review, and Accounting Services (product
no. 733486 [text]
Advanced Issues in Compilation and Review (product no. 733387
[text]; 163090 [online])

Visit www.cpa2biz.com for a complete list of CPE courses.

Online CPE
.114 AICPA CPExpress, offered exclusively through CPA2Biz, is the
AICPA's flagship online learning product. Divided into 1-credit and 2-credit
courses that are available 24 hours a day, 7 days a week, AICPA CPExpress
offers hundreds of hours of learning in a wide variety of topics. Some topics of
special interest to those performing review, compilation, and engagements to
prepare financial statements include the following:

r
r
r
r
r
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Compilation, Review, and Accounting Services: Engagement Planning and Administration
Compilation Engagements: Reporting
Compilation Review Update: Current and Future Practice, Accounting, and Reporting Issues
Compilation Review Update: Current Engagement Environment
and Recent SSARSs Developments
Compilation, Review, and Accounting Services: Independence
Considerations
Compilation Engagements: Introduction, Performing a Compilation and Other Compilation Engagements
Compilation, Review, and Accounting Services: Introduction and
Background
Compilation, Review, and Accounting Services: 'Performing
Compilation Engagements' plus 'Quality Control'
Special Purpose Frameworks: Audit, Compilation, & Review;
Procedures; AICPA's FRF for SMEs™ Framework

To register or learn more, visit www.cpa2biz.com.

Webcasts
.115 Stay plugged in to what is happening and earn CPE credit right from
your desktop. AICPA webcasts are high quality CPE programs that bring you
the latest topics from the profession's leading experts. Broadcast live, they allow you to interact with the presenters and join in the discussion. If you cannot
make the live event, each webcast is archived. For additional details on available webcasts, please visit www.cpa2biz.com/AST/AICPA CPA2BIZ Browse/
Store/Webcasts.jsp.
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Member Service Center
.116 To order AICPA products, receive information about AICPA activities, and get help with your membership questions, call the AICPA Service
Operations Center at 888.777.7077.

Hotlines
Accounting and Auditing Technical Hotline
.117 Do you have a complex technical question about reviews, compilations, and engagements to prepare financial statements, or other technical matters? If so, use the AICPA's Accounting and Auditing Technical Hotline. AICPA
staff will research your question and call you back with the answer. The hotline is available from 9 a.m. to 8 p.m. Eastern on weekdays. You can reach the
Technical Hotline at 877.242.7212, by e-mail at aahotline@aicpa.org, or online
at www.aicpa.org/Research/TechnicalHotline/Pages/TechnicalHotline.aspx.
Additionally, members can submit questions by completing a Technical Inquiry
form found on the same website.

Ethics Hotline
.118 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members of the AICPA's Professional Ethics Team answer inquiries
concerning independence and other behavioral issues related to the application
of the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at 888.777.7077 (press "6" and then "1" on your phone's keypad) or by e-mail
at ethics@aicpa.org.

AICPA Online Professional Library: Accounting
and Auditing Literature
.119 The AICPA has created your core accounting and auditing library
online. The AICPA Online Professional Library is now customizable to suit
your preferences or your firm's needs. You can also sign up for access to the
entire library. Get access—anytime, anywhere—to FASB ASC, the AICPA's
latest Professional Standards, Technical Practice Aids, Audit and Accounting
Guides, Audit Risk Alerts, U.S. GAAP Financial Statements—Best Practices in
Presentation and Disclosure (formerly Accounting Trends & Techniques), and
more. To subscribe to this essential online service for accounting professionals,
visit www.cpa2biz.com.

AICPA Practice Aid Accounting and Financial Reporting
Guidelines for Cash- and Tax-Basis Financial Statements
.120 The AICPA has available a practice aid Accounting and Financial Reporting Guidelines For Cash- and Tax-Basis Financial Statements that
provides preparers with the guidelines and best practices to promote consistency and help resolve the often difficult questions regarding the preparation
of cash- and tax-basis financial statements. Although nonauthoritative, this
practice aid is the best source for such guidance. You can order this practice aid from cpa2biz.com (product no. APACTB12P [paperback]; ACACTB12E
[e-book]; APACTBO [online]).
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Financial Reporting Center of AICPA.org
.121 CPAs face unprecedented challenges in financial reporting. As such,
the AICPA has created the Financial Reporting Center to support the execution
of high quality financial reporting. This center provides exclusive member-only
resources for the entire financial reporting process and can be accessed at
www.aicpa.org/frc.
.122 The Financial Reporting Center provides timely and relevant news,
guidance, and examples supporting the financial reporting process, including
accounting, preparing financial statements and performing compilations and
reviews, audit and attest, and assurance and advisory engagements.
****
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Appendix A—Illustrative Engagement Letters
for SSARSs Engagements
Statement on Standards for Accounting and Review Services (SSARS) No. 21,
Statements on Standards for Accounting and Review Services: Clarification and
Recodification (AICPA, Professional Standards), requires that the accountant
agree to the terms of an engagement with management or those charged with
governance, as appropriate, for all SSARSs engagements. The agreed-upon
terms of the engagement should be documented in an engagement letter or
other suitable form of written communication and should be signed by the
accountant or the accountant's firm and management or those charged with
governance, as appropriate.
The following are examples of engagement letters for SSARSs engagements.
The illustrative engagement letters in this appendix are not authoritative, but
are intended as illustrations that may be used in conjunction with the considerations outlined in the SSARSs. The engagement letter will vary according to
individual requirements and circumstances, and the illustrations are drafted
to refer to an engagement with respect to financial statements for a single reporting period. The accountant may seek legal advice about whether a proposed
letter is suitable.

Engagement to Prepare Financial Statements in Accordance
With Accounting Principles Generally Accepted in the
United States of America
To the appropriate representative of ABC Company:1
You2 have requested that we prepare the financial statements of ABC Company, which comprise the balance sheet as of December 31, 20X1, and the
related statements of income, changes in stockholders' equity, and cash flows
for the year then ended and the related notes to the financial statements.3, 4
We are pleased to confirm our acceptance and our understanding of this engagement to prepare the financial statements of ABC Company by means of
this letter.

1
The addresses and references in the engagement letter would be those that are appropriate
in the circumstances of the engagement to prepare financial statements, including the relevant
jurisdiction. It is important to refer to the appropriate persons. See paragraph .A8 of section 70,
Preparation of Financial Statements, of Statement on Standards for Accounting and Review Services
(SSARS) No. 21, Statements on Standards for Accounting and Review Services: Clarification and
Recodification (AICPA, Professional Standards).
2
Throughout this engagement letter, references to you, we, us, management, and accountant
would be used or amended as appropriate in the circumstances.
3
If the accountant is to be engaged to prepare financial statements that omit the statement of
cash flows and the related notes, the sentence may be revised to read "You have requested that we
prepare the financial statements of ABC Company, which comprise the balance sheet as of December
31, 20X1, and the related statements of income and changes in stockholders' equity." The following
additional sentence may then be added: "These financial statements will not include a statement of
cash flows and related notes to the financial statements."
4
The accountant may include other nonattest services to be performed as part of the engagement,
such as income tax preparation and bookkeeping services.
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Our Responsibilities
The objective of our engagement is to prepare financial statements in accordance with accounting principles generally accepted in the United States of
America based on information provided by you. We will conduct our engagement in accordance with Statements on Standards for Accounting and Review Services (SSARSs) promulgated by the Accounting and Review Services
Committee of the AICPA and comply with the AICPA's Code of Professional
Conduct, including the ethical principles of integrity, objectivity, professional
competence, and due care.
We are not required to, and will not, verify the accuracy or completeness of
the information you will provide to us for the engagement or otherwise gather
evidence for the purpose of expressing an opinion or a conclusion. Accordingly,
we will not express an opinion or a conclusion or provide any assurance on the
financial statements.
Our engagement cannot be relied upon to identify or disclose any financial
statement misstatements, including those caused by fraud or error, or to identify or disclose any wrongdoing within the entity or noncompliance with laws
and regulations.
Management Responsibilities
The engagement to be performed is conducted on the basis that management
acknowledges and understands that our role is the preparation of the financial
statements in accordance with accounting principles generally accepted in the
United States of America. Management has the following overall responsibilities that are fundamental to our undertaking the engagement to prepare your
financial statements in accordance with SSARSs:
a. The prevention and detection of fraud
b. To ensure that the entity complies with the laws and regulations
applicable to its activities
c. The accuracy and completeness of the records, documents, explanations, and other information, including significant judgments, you
provide to us for the engagement to prepare financial statements
d. To provide us with
(1) Documentation and other related information that is relevant to the preparation and presentation of the financial
statements,
(2) Additional information that may be requested for the purpose of the preparation of the financial statements, and
(3) Unrestricted access to persons within ABC Company of
whom we determine necessary to communicate.
The financial statements will not be accompanied by a report. However, you
agree that the financial statements will clearly indicate that no assurance is
provided on them.
[If the accountant expects to issue a disclaimer, instead of the preceding paragraph, the following may be added:
As part of our engagement, we will issue a disclaimer that will state that the
financial statements were not subjected to an audit, review, or compilation
engagement by us, and accordingly, we do not express an opinion, a conclusion,
nor provide any assurance on them.]
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Other Relevant Information
Our fees for these services. . . .
[The accountant may include language, such as the following, regarding limitation of, or other arrangements regarding, the liability of the accountant or
the entity, such as indemnification to the accountant for liability arising from
knowing misrepresentations to the accountant by management (regulators may
restrict or prohibit such liability limitation arrangements):
You agree to hold us harmless and to release, indemnify, and defend us from
any liability or costs, including attorney's fees, resulting from management's
knowing misrepresentations to us.]
Please sign and return the attached copy of this letter to indicate your acknowledgement of, and agreement with, the arrangements for our engagement
to prepare the financial statements described herein, and our respective responsibilities.
Sincerely yours,
[Signature of accountant or accountant's firm]
Acknowledged and agreed on behalf of ABC Company by:
[Signed]
[Name and Title]
[Date]

Compilation Engagement With Respect to Financial Statements
Prepared in Accordance With Accounting Principles Generally
Accepted in the United States of America
Circumstances include the following:

r
r
r

The accountant will prepare, as a nonattest service, the financial
statements, including related notes, subject to the compilation
engagement.
The financial statements will be prepared in accordance with accounting principles generally accepted in the United States of
America and will include all related notes required by accounting
principles generally accepted in the United States of America
The accountant expects that his or her independence will not be
impaired

To the appropriate representative of management of ABC Company:5
You6 have requested that we prepare the financial statements of ABC Company, which comprise the balance sheet as of December 31, 20X1 and the
5
The addresses and references in the engagement letter would be those that are appropriate
in the circumstances of the engagement, including the relevant jurisdiction. It is important to refer
to the appropriate persons. See paragraph .A7 of section 80, Compilation Engagements, of SSARS
No. 21.
6
Throughout this engagement letter, references to you, we, us, management, and accountant
would be used or amended as appropriate in the circumstances.

ARA-CRA .123

36

Alert

related statements of income, changes in stockholders' equity, and cash flows
for the year then ended, and the related notes to the financial statements,7 and
perform a compilation engagement with respect to those financial statements.8
We are pleased to confirm our acceptance and our understanding of this engagement by means of this letter.
Our Responsibilities
The objective of our engagement is to
a. prepare financial statements in accordance with accounting principles generally accepted in the United States of America based on
information provided by you and
b. apply accounting and financial reporting expertise to assist you in
the presentation of financial statements without undertaking to
obtain or provide any assurance that there are no material modifications that should be made to the financial statements in order
for them to be in accordance with accounting principles generally
accepted in the United States of America.
We will conduct our compilation engagement in accordance with Statements
on Standards for Accounting and Review Services (SSARSs) promulgated by
the Accounting and Review Services Committee of the AICPA and comply with
the AICPA's Code of Professional Conduct, including the ethical principles of
integrity, objectivity, professional competence, and due care.
We are not required to, and will not, verify the accuracy or completeness of
the information you will provide to us for the engagement or otherwise gather
evidence for the purpose of expressing an opinion or a conclusion. Accordingly,
we will not express an opinion or a conclusion, nor provide any assurance on
the financial statements.
Our engagement cannot be relied upon to identify or disclose any financial
statement misstatements, including those caused by fraud or error, or to identify or disclose any wrongdoing within the entity or noncompliance with laws
and regulations.
Your Responsibilities
The engagement to be performed is conducted on the basis that you acknowledge and understand that our role is to prepare financial statements in accordance with accounting principles generally accepted in the United States of
America and assist you in the presentation of the financial statements in accordance with accounting principles generally accepted in the United States of
America. You have the following overall responsibilities that are fundamental
to our undertaking the engagement in accordance with SSARSs:

7
If the accountant is to be engaged to prepare financial statements that omit the statement
of cash flows and the related notes and perform a compilation engagement with respect to those
financial statements, the sentence may be revised to read, "You have requested that we prepare the
financial statements of ABC Company, which comprise the balance sheet as of December 31, 20X1,
and the related statements of income and changes in stockholders' equity, and perform a compilation
engagement with respect to those financial statements." The following additional sentence may then
be added: "These financial statements will not include a statement of cash flows and related notes to
the financial statements."
8
The accountant may include other nonattest services to be performed as part of the engagement,
such as income tax preparation and bookkeeping services.
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a. The preparation and fair presentation of financial statements in
accordance with accounting principles generally accepted in the
United States of America
b. The design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of the financial
statements
c. The prevention and detection of fraud
d. To ensure that the entity complies with the laws and regulations
applicable to its activities
e. To make all financial records and related information available to
us
f. The accuracy and completeness of the records, documents, explanations, and other information, including significant judgments, you
provide to us for the engagement
You are also responsible for all management decisions and responsibilities, and
for designating an individual with suitable skills, knowledge, and experience
to oversee our preparation of your financial statements. You are responsible for
evaluating the adequacy and results of the services performed and accepting
responsibility for such services.
Our Report
As part of our engagement, we will issue a report that will state that we did
not audit or review the financial statements and that, accordingly, we do not
express an opinion, a conclusion, nor provide any assurance on them.
Other Relevant Information
Our fees for these services. . . .
[The accountant may include language, such as the following, regarding limitation of or other arrangements regarding the liability of the accountant or
the entity, such as indemnification to the accountant for liability arising from
knowing misrepresentations to the accountant by management (regulators may
restrict or prohibit such liability limitation arrangements):
You agree to hold us harmless and to release, indemnify, and defend us from
any liability or costs, including attorney's fees, resulting from management's
knowing misrepresentations to us.]
Please sign and return the attached copy of this letter to indicate your acknowledgement of, and agreement with, the arrangements for our engagement
to prepare the financial statements described herein and to perform a compilation engagement with respect to those same financial statements, and our
respective responsibilities.
Sincerely yours,
[Signature of accountant or accountant's firm]
Acknowledged and agreed on behalf of ABC Company by:
[Signed]
[Name and Title]
[Date]
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An Engagement Letter for a Compilation Engagement With
Respect to Financial Statements Prepared in Accordance With
Accounting Principles Generally Accepted in the United States of
America Except That the Financial Statements Omit the Statement
of Cash Flows and Substantially All Disclosures Required by U.S.
GAAP and in Which the Accountant’s Independence Is Impaired
Circumstances include the following:

r
r
r

The accountant will prepare, as a nonattest service, the financial
statements subject to the compilation engagement.
The financial statements will be prepared in accordance with accounting principles generally accepted in the United States of
America except the statement of cash flows and substantially all
disclosures required by accounting principles generally accepted
in the United States of America will be omitted
The accountant's independence will be impaired as a result of the
performance of the nonattest preparation service

To the appropriate representative of management of ABC Company:9
You10 have requested that we prepare the financial statements of ABC Company, which comprise the balance sheet as of December 31, 20X1 and the
related statements of income and changes in stockholders' equity for the year
then ended, and perform a compilation engagement with respect to those financial statements.11 These financial statements will not include a statement
of cash flows and related notes to the financial statements. We are pleased to
confirm our acceptance and our understanding of this compilation engagement
by means of this letter.
Our Responsibilities
The objective of our engagement is to

r
r

prepare financial statements in accordance with accounting principles generally accepted in the United States of America based
on information provided by you and
apply accounting and financial reporting expertise to assist you
in the presentation of financial statements without undertaking
to obtain or provide any assurance that there are no material
modifications that should be made to the financial statements
in order for them to be in accordance with accounting principles
generally accepted in the United States of America.

We will conduct our engagement in accordance with Statements on Standards
for Accounting and Review Services (SSARSs) promulgated by the Accounting
and Review Services Committee of the AICPA and comply with the AICPA's
9
The addresses and references in the engagement letter would be those that are appropriate in
the circumstances of the compilation engagement, including the relevant jurisdiction. It is important
to refer to the appropriate persons. See paragraph .A7 of section 80 of SSARS No. 21.
10
Throughout this engagement letter, references to you, we, us, management, and accountant
would be used or amended as appropriate in the circumstances.
11
The accountant may include other nonattest services to be performed as part of the engagement, such as income tax preparation and bookkeeping services.
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Code of Professional Conduct, including the ethical principles of integrity, objectivity, professional competence, and due care.
We are not required to and will not verify the accuracy or completeness of
the information you will provide to us for the engagement or otherwise gather
evidence for the purpose of expressing an opinion or a conclusion. Accordingly,
we will not express an opinion or a conclusion, nor provide any assurance on
the financial statements.
Our engagement cannot be relied upon to identify or disclose any financial
statement misstatements, including those caused by fraud or error, or to identify or disclose any wrongdoing within the entity or noncompliance with laws
and regulations.
Your Responsibilities
The engagement to be performed is conducted on the basis that you acknowledge and understand that our role is to prepare the financial statements in
accordance with accounting principles generally accepted in the United States
of America and assist you in the presentation of the financial statements in accordance with accounting principles generally accepted in the United States of
America. You have the following overall responsibilities that are fundamental
to our undertaking the engagement in accordance with SSARSs:
a. The preparation and fair presentation of financial statements in
accordance with accounting principles generally accepted in the
United States of America
b. The design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of the financial
statements
c. The prevention and detection of fraud
d. To ensure that the entity complies with the laws and regulations
applicable to its activities
e. To make all financial records and related information available to
us
f. The accuracy and completeness of the records, documents, explanations, and other information, including significant judgments, you
provide to us for the engagement
Our Report
As part of our engagement, we will issue a report that will state that we did
not audit or review the financial statements and that, accordingly, we do not
express an opinion, a conclusion, nor provide any assurance on them. We will
disclose that we are not independent in our report.
Other relevant information
Our fees for these services. . . .
[The accountant may include language, such as the following, regarding limitation of or other arrangements regarding the liability of the accountant or
the entity, such as indemnification to the accountant for liability arising from
knowing misrepresentations to the accountant by management (regulators may
restrict or prohibit such liability limitation arrangements):
You agree to hold us harmless and to release, indemnify, and defend us from
any liability or costs, including attorney's fees, resulting from management's
knowing misrepresentations to us.]
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Please sign and return the attached copy of this letter to indicate your acknowledgement of, and agreement with, the arrangements for our engagement
to prepare the financial statements described herein and to perform a compilation engagement with respect to those same financial statements, and our
respective responsibilities.
Sincerely yours,

[Signature of accountant or accountant's firm]
Acknowledged and agreed on behalf of ABC Company by:

[Signed]
[Name and Title]

[Date]

An Engagement Letter for a Compilation Engagement With
Respect to Financial Statements Prepared in Accordance With
the Tax-Basis of Accounting
Circumstances include the following:

r
r
r

The accountant will prepare, as a nonattest service, the financial
statements subject to the compilation engagement.
The financial statements will be prepared in accordance with the
tax-basis of accounting.
The accountant expects that his or her independence will not be
impaired.

To the appropriate representative of management of ABC Company:12
You13 have requested that we prepare the financial statements of ABC Company, which comprise the statement of assets, liabilities, and equity—tax-basis
as of December 31, 20X1, and the related statements of operations and retained
earnings—tax-basis, and cash flows—tax-basis for the year then ended, and the
related notes to the financial statements14,15 and perform a compilation engagement with respect to those financial statements. We are pleased to confirm our
12
The addresses and references in the engagement letter would be those that are appropriate in
the circumstances of the compilation engagement, including the relevant jurisdiction. It is important
to refer to the appropriate persons. See paragraph .A7 of section 80 of SSARS No. 21.
13
Throughout this engagement letter, references to you, we, us, management, and accountant
would be used or amended as appropriate in the circumstances.
14
If the accountant is to be engaged to prepare financial statements that omit the statement
of cash flows—tax-basis and the related notes and perform a compilation engagement with respect
to those financial statements, the sentence may be revised to read, "You have requested that we
prepare the financial statements of ABC Company, which comprise the statement of assets, liabilities, and equity—tax-basis as of December 31, 20X1, and the related statement of operations and
retained earnings—tax-basis." The following additional sentence may then be added: "These financial
statements will not include a statement of cash flows—tax-basis and related notes to the financial
statements."
15
The accountant may include nonattest services to be performed as part of the engagement,
such as income tax preparation and bookkeeping services.

ARA-CRA .123

Review, Compilation, and F/S Preparation Engagements—2014/15

41

acceptance and our understanding of this compilation engagement by means
of this letter.
Our Responsibilities
The objectives of our engagement are to
a. prepare financial statements in accordance with the tax-basis of
accounting based on information provided by you, and
b. apply accounting and financial reporting expertise to assist you in
the presentation of financial statements without undertaking to
obtain or provide any assurance that there are no material modifications that should be made to the financial statements in order
for them to be in accordance with the tax-basis of accounting.
We will conduct our compilation engagement in accordance with Statements
on Standards for Accounting and Review Services (SSARSs) promulgated by
the Accounting and Review Services Committee of the AICPA and comply with
the AICPA's Code of Professional Conduct, including the ethical principles of
integrity, objectivity, professional competence, and due care.
We are not required to, and will not, verify the accuracy or completeness of
the information you will provide to us for the engagement or otherwise gather
evidence for the purpose of expressing an opinion or a conclusion. Accordingly,
we will not express an opinion, a conclusion, nor provide any assurance on the
financial statements.
Our engagement cannot be relied upon to identify or disclose any financial
statement misstatements, including those caused by fraud or error, or to identify or disclose any wrongdoing within the entity or noncompliance with laws
and regulations.
Your Responsibilities
The engagement to be performed is conducted on the basis that you acknowledge and understand that our role is to prepare financial statements in accordance with the tax-basis of accounting and assist you in the presentation of the
financial statements in accordance with the tax-basis of accounting. You have
the following overall responsibilities that are fundamental to our undertaking
the engagement in accordance with SSARSs:
a. The preparation and fair presentation of financial statements in
accordance with the tax-basis of accounting
b. The inclusion of all informative disclosures that is appropriate for
the tax-basis of accounting. This includes
i. a description of the tax-basis of accounting, including a
summary of significant accounting policies, and how the
tax-basis of accounting differs from accounting principles
generally accepted in the United States of America, the
effects of which need not be quantified and
ii. informative disclosures similar to those required by accounting principles generally accepted in the United
States of America.16

16
The responsibility described in (b)(ii) need not be included if the financial statements omit
substantially all disclosures required by the financial reporting framework.
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c. The design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of the financial
statements
d. The prevention and detection of fraud
e. To ensure that the entity complies with the laws and regulations
applicable to its activities
f. To make all financial records and related information available to
us
g. The accuracy and completeness of the records, documents, explanations, and other information, including significant judgments, you
provide to us for the compilation engagement
You are also responsible for all management decisions and responsibilities, and
for designating an individual with suitable skills, knowledge, and experience
to oversee our preparation of your financial statements. You are responsible for
evaluating the adequacy and results of the services performed and accepting
responsibility for such services.
Our Report
As part of our engagement, we will issue a report that will state that we did
not audit or review the financial statements and that, accordingly, we do not
express an opinion, a conclusion, nor provide any assurance on them.
Other Relevant Information
Our fees for these services. . . .
[The accountant may include language, such as the following, regarding limitation of, or other arrangements regarding, the liability of the accountant or
the entity, such as indemnification to the accountant for liability arising from
knowing misrepresentations to the accountant by management (regulators may
restrict or prohibit such liability limitation arrangements):
You agree to hold us harmless and to release, indemnify, and defend us from
any liability or costs, including attorneys' fees, resulting from management's
knowing misrepresentations to us.]
Please sign and return the attached copy of this letter to indicate your acknowledgement of, and agreement with, the arrangements for our engagement
to prepare the financial statements described herein and to perform a compilation engagement with respect to those same financial statements and our
respective responsibilities.
Sincerely yours,

[Signature of accountant or accountant's firm]
Acknowledged and agreed on behalf of ABC Company by:

[Signed]
[Name and Title]

[Date]
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An Engagement Letter for a Review Engagement With Respect to
Financial Statements Prepared in Accordance With Accounting
Principles Generally Accepted in the United States of America
Circumstances include the following:

r
r

The accountant will prepare, as a nonattest service, the financial
statements, including related notes, subject to the review engagement.
The financial statements will be prepared in accordance with accounting principles generally accepted in the United States of
America.

To the appropriate representative of management of ABC Company:17
You18 have requested that we prepare the financial statements of ABC Company, which comprise the balance sheet as of December 31, 20X1, and the
related statements of income, changes in stockholders' equity, and cash flows
for the year then ended, and the related notes to the financial statements and
perform a review engagement with respect to those financial statements.19 We
are pleased to confirm our acceptance and understanding of this engagement
by means of this letter.
Our Responsibilities
The objectives of our engagement are to
a. prepare financial statements in accordance with accounting principles generally accepted in the United States of America based on
information provided by you and
b. obtain limited assurance as a basis for reporting whether we are
aware of any material modifications that should be made to the
financial statements in order for the statements to be in accordance
with accounting principles generally accepted in the United States
of America.
We will conduct our engagement in accordance with Statements on Standards
for Accounting and Review Services (SSARSs) promulgated by the Accounting
and Review Services Committee of the AICPA and comply with the AICPA's
Code of Professional Conduct, including ethical principles of integrity, objectivity, professional competence, and due care.
A review engagement includes primarily applying analytical procedures to your
financial data and making inquiries of company management. A review engagement is substantially less in scope than an audit engagement, the objective of
which is the expression of an opinion regarding the financial statements as a
whole. A review engagement does not contemplate obtaining an understanding
of the entity's internal control; assessing fraud risk; testing accounting records

17
The addresses and references in the engagement letter would be those that are appropriate
in the circumstances of the review engagement, including the relevant jurisdiction. It is important to
refer to the appropriate persons. See paragraph .A15 of section 90, Review of Financial Statements,
of SSARS No. 21.
18
Throughout this engagement letter, references to you, we, us, management, and accountant
would be used or amended as appropriate in the circumstances.
19
The accountant may include other nonattest services to be performed as part of the engagement, such as income tax preparation and bookkeeping services.
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by obtaining sufficient appropriate audit evidence through inspection, observation, confirmation, or the examination of source documents; or other procedures
ordinarily performed in an audit engagement. Accordingly, we will not express
an opinion regarding the financial statements.
Our engagement cannot be relied upon to identify or disclose any financial
statement misstatements, including those caused by error or fraud, or to identify or disclose any wrongdoing within the entity or noncompliance with laws
and regulations. However, we will inform the appropriate level of management
of any material errors and any evidence or information that comes to our attention during the performance of our review procedures that indicates fraud may
have occurred. In addition, we will report to you any evidence or information
that comes to our attention during the performance of our review procedures
regarding noncompliance with laws and regulations that may have occurred,
unless they are clearly inconsequential.
Your Responsibilities
The engagement to be performed is conducted on the basis that you acknowledge and understand that our role is to prepare financial statements in accordance with accounting principles generally accepted in the United States of
America and to obtain limited assurance as a basis for reporting whether we
are aware of any material modifications that should be made to the financial
statements in order for the statements to be in accordance with accounting
principles generally accepted in the United States of America. You have the
following overall responsibilities that are fundamental to our undertaking the
engagement in accordance with SSARSs:
a. The selection of accounting principles generally accepted in the
United States of America as the financial reporting framework to
be applied in the preparation of the financial statements
b. The preparation and fair presentation of the financial statements
in accordance with accounting principles generally accepted in the
United States of America and the inclusion of all informative disclosures that are appropriate for accounting principles generally
accepted in the United States of America
c. The design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of the financial
statements
d. The prevention and detection of fraud
e. To ensure that the entity complies with the laws and regulations
applicable to its activities
f. To make all financial records and related information available to
us
g. The accuracy and completeness of the records, documents, explanations, and other information, including significant judgments, you
provide to us for the engagement
h. To provide us with unrestricted access to persons within the entity
of whom we determine it necessary to make inquiries
i. To provide us, at the conclusion of the engagement, with a letter
that confirms certain representations made during the review
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You are also responsible for all management decisions and responsibilities, and
for designating an individual with suitable skills, knowledge, and experience
to oversee our preparation of your financial statements. You are responsible
for evaluating the adequacy and results of services performed and accepting
responsibility for such services.
Our Report
[Insert appropriate reference to the expected form and content of the accountant's
review report. Example follows.]
We will issue a written report upon completion of our review of ABC Company's
financial statements. Our report will be addressed to the board of directors of
ABC Company. We cannot provide assurance that an unmodified accountant's
review report will be issued. Circumstances may arise in which it is necessary for us to report known departures from accounting principles generally
accepted in the United States of America, add an emphasis-of-matter or othermatter paragraph(s), or withdraw from the engagement. If, for any reason, we
are unable to complete the review of your financial statements, we will not
issue a report on such statements as a result of this engagement.
Other Relevant Information
Our fees for these services . . .
[The accountant may include language such as the following regarding limitation of or other arrangements regarding the liability of the accountant or
the entity, such as indemnification to the accountant for liability arising from
knowing misrepresentations to the accountant by management (regulators may
restrict or prohibit such liability limitation arrangements):
You agree to hold us harmless and to release, indemnify, and defend, us from
any liability or costs, including attorney's fees, resulting from management's
knowing misrepresentations to us.]
Please sign and return the attached copy of this letter to indicate your acknowledgement of, and agreement with, the arrangements for our engagement
to prepare the financial statements described herein and to perform a review
of those same financial statements, and our respective responsibilities.
Sincerely yours,

[Signature of accountant or accountant's firm]
Acknowledged and agreed on behalf of ABC Company by:

[Signed]
[Name and Title]

[Date]
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An Engagement Letter for a Review Engagement With Respect to
Financial Statements Prepared in Accordance With the Tax-Basis
of Accounting
Circumstances include the following:

r
r

The accountant will prepare, as a nonattest service, the financial
statements, including related notes, subject to the review engagement.
The financial statements will be prepared in accordance with the
tax-basis of accounting.

To the appropriate representative of management of ABC Company:20
You21 have requested that we prepare the financial statements of ABC Company, which comprise the statement of assets, liabilities, and equity—tax-basis
as of December 31, 20X1, and the related statements of operations and retained
earnings—tax-basis, and cash flows- tax-basis for the year then ended, and the
related notes to the financial statements22 and to perform a review engagement with respect to those financial statements. We are pleased to confirm our
acceptance and our understanding of this engagement by means of this letter.
Our Responsibilities
The objectives of our engagement are to
a. prepare financial statements in accordance with the tax-basis of
accounting based on information provided by you, and
b. obtain limited assurance as a basis for reporting whether we are
aware of any material modifications that should be made to the
financial statements in order for the statements to be in accordance
with the tax-basis of accounting.
We will conduct our review engagement in accordance with Statements on
Standards for Accounting and Review Services (SSARSs) promulgated by the
Accounting and Review Services Committee of the AICPA and comply with the
AICPA's Code of Professional Conduct, including ethical principles of integrity,
objectivity, professional competence, and due care.
A review engagement includes primarily applying analytical procedures to your
financial data and making inquiries of company management. A review engagement is substantially less in scope than an audit engagement, the objective of
which is the expression of an opinion regarding the financial statements as a
whole. A review engagement does not contemplate obtaining an understanding
of the entity's internal control; assessing fraud risk; testing accounting records
by obtaining sufficient appropriate audit evidence through inspection, observation, confirmation, or the examination of source documents; or other procedures
ordinarily performed in an audit engagement. Accordingly, we will not express
an opinion regarding the financial statements.
20
The addresses and references in the engagement letter would be those that are appropriate
in the circumstances of the review engagement, including the relevant jurisdiction. It is important to
refer to the appropriate persons. See paragraph .A15 of section 90 of SSARS No. 21.
21
Throughout this engagement letter, references to you, we, us, management, and accountant
would be used or amended as appropriate in the circumstances.
22
The accountant may include other nonattest services to be performed as part of the engagement, such as income tax preparation and bookkeeping services.
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Our engagement cannot be relied upon to identify or disclose any financial
statement misstatements, including those caused by error or fraud, or to identify or disclose any wrongdoing within the entity or noncompliance with laws
and regulations. However, we will inform the appropriate level of management
of any material errors and any evidence or information that comes to our attention during the performance of our review procedures that indicates fraud may
have occurred. In addition, we will report to you any evidence or information
that comes to our attention during the performance of our review procedures
regarding noncompliance with laws and regulations that may have occurred,
unless they are clearly inconsequential.
Your Responsibilities
The engagement to be performed is conducted on the basis that you acknowledge and understand that our role is the preparation of financial statements in
accordance with the tax-basis of accounting and to obtain limited assurance as
a basis for reporting whether we are aware of any material modifications that
should be made to the financial statements in order for the statements to be
in accordance with the tax-basis of accounting. You have the following overall
responsibilities that are fundamental to our undertaking the engagement in
accordance with SSARSs:
a. The selection of the tax-basis of accounting as the financial reporting framework to be applied in the preparation of the financial
statements
b. The preparation and fair presentation of the financial statements
in accordance with the tax-basis of accounting and the inclusion of
all informative disclosures that are appropriate for the tax-basis of
accounting. This includes
i. a description of the tax-basis of accounting, including a
summary of significant accounting policies, and how the
tax-basis of accounting differs from accounting principles
generally accepted in the United States of America, the
effects of which need not be quantified
ii. informative disclosures similar to those required by accounting principles generally accepted in the United
States of America
c. The design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of the financial
statements
d. The prevention and detection of fraud
e. To ensure that the entity complies with the laws and regulations
applicable to its activities
f. To make all financial records and related information available to
us
g. The accuracy and completeness of the records, documents, explanations, and other information, including significant judgments, you
provide to us for the engagement
h. To provide us with unrestricted access to persons within the entity
of whom we determine it necessary to make inquiries
i. To provide us, at the conclusion of the engagement, with a letter
that confirms certain representations made during the review
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You are also responsible for all management decisions and responsibilities, and
for designating an individual with suitable skills, knowledge, and experience
to oversee our preparation of your financial statements. You are responsible for
evaluating the adequacy and results of the services performed and accepting
responsibility for such services.
Our Report
[Insert appropriate reference to the expected form and content of the accountant's
review report. Example follows.]
We will issue a written report upon completion of our review of ABC Company's
financial statements. Our report will be addressed to the board of directors of
ABC Company. We cannot provide assurance that an unmodified accountant's
review report will be issued. Circumstances may arise in which it is necessary of us to report known departures from the tax-basis of accounting, add
an emphasis-of-matter or other-matter paragraph(s), or withdraw from the engagement. If, for any reason, we are unable to complete the review of your
financial statements, we will not issue a report on such statements as a result
of this engagement.
Other Relevant Information
Our fees for these services . . .
[The accountant may include language such as the following regarding limitation of or other arrangements regarding the liability of the accountant or
the entity, such as indemnification to the accountant for liability arising from
knowing misrepresentations to the accountant by management (regulators may
restrict or prohibit such liability limitation arrangements):
You agree to hold us harmless and to release, indemnify, and defend, us from
any liability or costs, including attorney's fees, resulting from management's
knowing misrepresentations to us.]
Please sign and return the attached copy of this letter to indicate your acknowledgement of, and agreement with, the arrangements for our engagement
to prepare the financial statements described herein and perform a review with
respect to those same financial statements and our respective responsibilities.
Sincerely yours,

[Signature of accountant or accountant's firm]
Acknowledged and agreed on behalf of ABC Company by:

[Signed]
[Name and Title]

[Date]
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Appendix B—Illustrative Representation Letter
The following illustrative letter is intended as an illustration that may be used
to comply with the requirements of section 90, Review of Financial Statements,
of Statement on Standards for Accounting and Review Services (SSARS) No.
21, Statements on Standards for Accounting and Review Services: Clarification
and Recodification (AICPA, Professional Standards). The representation letter
will vary according to individual requirements and circumstances.
It is assumed in this illustration that the applicable financial reporting framework is accounting principles generally accepted in the United States of America, that no conditions or events exist that might be indicative of the entity's inability to continue as a going concern, and that no exceptions exist
to the requested written representations. If circumstances differ from these assumptions, the representations would need to be modified to reflect the actual
circumstances.
(Entity Letterhead)
(To Accountant)

(Date)

This representation letter is provided in connection with your review of the
financial statements of ABC Company, which comprise the balance sheets as
of December 31, 20X2 and 20X1, and the related statements of income, changes
in stockholders' equity and cash flows for the years then ended, and the related
notes to the financial statements, for the purpose of obtaining limited assurance
as a basis for reporting whether you are aware of any material modifications
that should be made to the financial statements in order for the statements to
be in accordance with accounting principles generally accepted in the United
States of America.
Certain representations in this letter are described as being limited to matters
that are material. Items are considered material, regardless of size, if they
involve an omission or misstatement of accounting information that, in the
light of surrounding circumstances, makes it probable that the judgment of a
reasonable person relying on the information would be changed or influenced
by the omission or misstatement.
We represent that [to the best of our knowledge and belief, having made such
inquiries as we considered necessary for the purpose of appropriately informing
ourselves] [as of (date of accountant's review report),]:
Financial Statements

r
r

We acknowledge our responsibility and have fulfilled our responsibilities for the preparation and fair presentation of the financial
statements in accordance with accounting principles generally accepted in the United States of America.
We acknowledge our responsibility and have fulfilled our responsibilities for the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement,
whether due to fraud or error.
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We acknowledge our responsibility for the design, implementation, and maintenance of internal control to prevent and detect
fraud.
Significant assumptions used by us in making accounting estimates, including those measured at fair value, are reasonable.
Related party relationships and transactions have been appropriately accounted for and disclosed in accordance with the requirements of accounting principles generally accepted in the United
States of America.
Guarantees, whether written or oral, under which the company is
contingently liable have been properly accounted for and disclosed
in accordance with the requirements of accounting principles generally accepted in the United States of America.
Significant estimates and material concentrations known to management that are required to be disclosed in accordance with
FASB Accounting Standards Codification (ASC) 275, Risks and
Uncertainties, have been properly accounted for and disclosed in
accordance with the requirements of accounting principles generally accepted in the United States of America. [Significant estimates are estimates at the balance sheet date that could change
materially within the next year. Concentrations refer to volumes of
business, revenues, available sources of supply, or markets or geographic areas for which events could occur that would significantly
disrupt normal finances within the next year.]
All events subsequent to the date of the financial statements and
for which accounting principles generally accepted in the United
States of America requires adjustment or disclosure have been
adjusted or disclosed.
The effects of uncorrected misstatements are immaterial, both
individually and in the aggregate, to the financial statements as
a whole.
The effects of all known actual or possible litigation and claims
have been accounted for and disclosed in accordance with accounting principles generally accepted in the United States of America.

[Any other matters that the accountant may consider appropriate.]
Information Provided

r
r
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We have responded fully and truthfully to all inquiries made to
us by you during your review.
We have provided you with
—

access to all information, of which we are aware, that
is relevant to the preparation and fair presentation of
the financial statements, such as records, documentation
and other matters;

—

minutes of meetings of stockholders, directors, and committees of directors or summaries of actions of recent meetings for which minutes have not yet been
prepared;
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— additional information that you have requested from us
for the purpose of the review; and

r
r

— unrestricted access to persons within the entity from
whom you determined it necessary to obtain review evidence.
All transactions have been recorded in the accounting records and
are reflected in the financial statements.
We have [no knowledge of any] [disclosed to you all information
that we are aware of regarding] fraud or suspected fraud that
affects the entity and involves
— management,
— employees who have significant roles in internal control,
or

r
r
r
r
r
r
r
r
r

— others when the fraud could have a material effect on the
financial statements.
We have [no knowledge of any] [disclosed to you all information
that we are aware of regarding] allegations of fraud, or suspected
fraud, affecting the entity's financial statements as a whole communicated by employees, former employees, analysts, regulators,
or others.
We have no plans or intentions that may materially affect the
carrying amounts or classification of assets and liabilities.
We have disclosed to you all known instances of noncompliance
or suspected noncompliance with law or regulation whose effects
should be considered when preparing financial statements.
We [have disclosed to you all known actual or possible] [are not
aware of any pending or threatened] litigation and claims whose
effects should be considered when preparing the financial statements [and we have not consulted legal counsel concerning litigation or claims]
We have disclosed to you any other material liabilities or gain or
loss contingencies that are required to be accrued or disclosed by
FASB ASC 450, Contingencies.
We have disclosed to you the identity of the entity's related parties
and all the related party relationships and transactions of which
we are aware.
No material losses exist (such as from obsolete inventory or purchase or sale commitments) that have not been properly accrued
or disclosed in the financial statements.
The Company has satisfactory title to all owned assets, and no
liens or encumbrances on such assets exist, nor has any asset
been pledged as collateral, except as disclosed to you and reported
in the financial statements.
We have complied with all aspects of contractual agreements that
would have a material effect on the financial statements in the
event of noncompliance.
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We are in agreement with the adjusting journal entries that you
have recommended, and they have been posted to the company's
accounts (if applicable).

[Any other matters that the auditor may consider necessary.]

[Name of Chief Executive Officer and Title]

[Name of Chief Financial Officer and Title]
Representation letters ordinarily are tailored to include additional appropriate
representations from management relating to matters specific to the entity's
business or industry.
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Appendix C—Illustrative Accountant’s
Compilation Reports
In order to clearly differentiate the non-assurance compilation report from assurance (review and audit) reports, Statement on Standards for Accounting
and Review Services (SSARS) No. 21, Statements on Standards for Accounting and Review Services: Clarification and Recodification (AICPA, Professional
Standards), streamlined the reporting requirements for compilation engagements. The following are examples of the standard accountant's compilation
report on financial statements prepared in accordance with accounting principles generally accepted in the United States of America prior to the issuance
of SSARS No. 21 and the clarified version in accordance with SSARS No. 21.

Illustrative Accountant’s Compilation Report—Prior to the
Issuance of SSARS No. 21
Accountant's Compilation Report
[Appropriate Addressee]
I (We) have compiled the accompanying balance sheet of XYZ Company as of
December 31, 20X1, and the related statements of income, retained earnings,
and cash flows for the year then ended. I (We) have not audited or reviewed
the accompanying financial statements and, accordingly, do not express an
opinion or provide any assurance about whether the financial statements are in
accordance with accounting principles generally accepted in the United States
of America.
Management (Owners) is (are) responsible for the preparation and fair presentation of the financial statements in accordance with accounting principles
generally accepted in the United States of America and for designing, implementing, and maintaining internal control relevant to the preparation and fair
presentation of the financial statements.
My (Our) responsibility is to conduct the compilation in accordance with Statements on Standards for Accounting and Review Services issued by the AICPA.
The objective of a compilation is to assist management in presenting financial
information in the form of financial statements without undertaking to obtain
or provide any assurance that there are no material modifications that should
be made to the financial statements.
[Signature of accounting firm or accountant, as appropriate]
[Date]

Illustrative Accountant’s Compilation Report—In Accordance
With SSARS No. 21
Management is responsible for the accompanying financial statements of XYZ
Company, which comprise the balance sheet as of December 31, 20X1, and the
related statements of income, changes in stockholders' equity, and cash flows
for the year then ended, and the related notes to the financial statements in
accordance with accounting principles generally accepted in the United States
of America. I (We) have performed a compilation engagement in accordance
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with Statements on Standards for Accounting and Review Services promulgated by the Accounting and Review Services Committee of the AICPA. I (We)
did not audit or review the financial statements nor was (were) I (we) required
to perform any procedures to verify the accuracy or completeness of the information provided by management. Accordingly, I (we) do not express an opinion,
a conclusion, nor provide any form of assurance on these financial statements.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's report]
The following are additional illustrations of accountant's compilation reports
in accordance with SSARS No. 21.

An Accountant’s Compilation Report on Comparative Financial
Statements Prepared in Accordance With the AICPA’s Financial
Reporting Framework for Small- and Medium-Sized Entities
Management is responsible for the accompanying financial statements of XYZ
Company, which comprise the statements of financial position of XYZ Company, as of December 31, 20X2 and 20X1, and the related statements of operations and cash flows for the years then ended, and the related notes to
the financial statements in accordance with the AICPA's Financial Reporting Framework for Small- and Medium-Sized Entities. I (We) have performed
compilation engagements in accordance with Statements on Standards for Accounting and Review Services promulgated by the Accounting and Review
Services Committee of the AICPA. I (We) did not audit or review the financial
statements nor was (were) I (we) required to perform any procedures to verify
the accuracy or completeness of the information provided by management. Accordingly, I (we) do not express an opinion, a conclusion, nor provide any form
of assurance on these financial statements.
I (We) draw attention to note X of the financial statements, which describes
the basis of accounting. The financial statements are prepared in accordance
with the AICPA's Financial Reporting Framework for Small- and MediumSized Entities, which is a basis of accounting other than accounting principles
generally accepted in the United States of America.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's report]

An Accountant’s Compilation Report on Comparative Financial
Statements Prepared in Accordance With the Tax-Basis of
Accounting, and Management Has Elected to Omit Substantially
All Disclosures Ordinarily Included in Financial Statements
Prepared in Accordance With the Tax-Basis of Accounting
Management is responsible for the accompanying financial statements of XYZ
Partnership, which comprise the statement of assets, liabilities, and partners'
capital-tax-basis as of the years ended, December 31, 20X2 and 20X1, and the
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related statements of revenue and expenses-tax-basis, and partners' capitaltax-basis for the years then ended in accordance with the tax-basis of accounting. I (We) have performed compilation engagements in accordance with Statements on Standards for Accounting and Review Services promulgated by the
Accounting and Review Services Committee of the AICPA. I (We) did not audit
or review the financial statements nor was (were) I (we) required to perform any
procedures to verify the accuracy or completeness of the information provided
by management. Accordingly, I (we) do not express an opinion, a conclusion,
nor provide any form of assurance on these financial statements.
The financial statements are prepared in accordance with the tax-basis of accounting, which is a basis of accounting other than accounting principles generally accepted in the United States of America.
Management has elected to omit substantially all the disclosures ordinarily
included in financial statements prepared in accordance with the tax-basis
of accounting. If the omitted disclosures were included in the financial statements, they might influence the user's conclusions about the company's assets,
liabilities, equity, revenue, and expenses. Accordingly, the financial statements
are not designed for those who are not informed about such matters.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's report]

An Accountant’s Compilation Report on Comparative Financial
Statements Prepared in Accordance With Accounting Principles
Generally Accepted in the United States of America When the
Accountant’s Independence Has Been Impaired, and the
Accountant Determines to Not Disclose the Reasons for the
Independence Impairment
Management is responsible for the accompanying financial statements of XYZ
Company, which comprise the balance sheets as of December 31, 20X2 and
20X1 and the related statements of income, changes in stockholders' equity,
and cash flows for the years then ended, and the related notes to the financial
statements in accordance with accounting principles generally accepted in the
United States of America. I (We) have performed compilation engagements in
accordance with Statements on Standards for Accounting and Review Services
promulgated by the Accounting and Review Services Committee of the AICPA.
I (We) did not audit or review the financial statements nor was (were) I (we)
required to perform any procedures to verify the accuracy or completeness of
the information provided by management. Accordingly, I (we) do not express
an opinion, a conclusion, nor provide any form of assurance on these financial
statements.
I am (We are) not independent with respect to XYZ Company.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's report]
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An Accountant’s Compilation Report on Comparative Financial
Statements Prepared in Accordance With the AICPA’s Financial
Reporting Framework for Small- and Medium-Sized Entities
When the Accountant’s Independence Has Been Impaired Due to
the Accountant Having a Financial Interest in the Entity, and the
Accountant Decides to Disclose the Reason for the Independence
Impairment
Management is responsible for the accompanying financial statements of XYZ
Company, which comprise the statements of financial position of XYZ Company, as of December 31, 20X2 and 20X1, and the related statements of operations and cash flows for the years then ended, and the related notes to
the financial statements in accordance with the AICPA's Financial Reporting Framework for Small- and Medium-Sized Entities. I (We) have performed
compilation engagements in accordance with Statements on Standards for Accounting and Review Services promulgated by the Accounting and Review
Services Committee of the AICPA. I (We) did not audit or review the financial
statements nor was (were) I (we) required to perform any procedures to verify
the accuracy or completeness of the information provided by management. Accordingly, I (we) do not express an opinion, a conclusion, nor provide any form
of assurance on these financial statements.
I (We) draw attention to note X of the financial statements, which describes
the basis of accounting. The financial statements are prepared in accordance
with the AICPA's Financial Reporting Framework for Small- and MediumSized Entities, which is a basis of accounting other than accounting principles
generally accepted in the United States of America.
I am (We are) not independent with respect to XYZ Company as during the
year ended December 31, 20X2, I (a member of the engagement team) had a
direct financial interest in XYZ Company.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's report]

An Accountant’s Compilation Report on Comparative Financial
Statements, and the Accountant Is Aware of Departures From
Accounting Principles Generally Accepted in the United States
of America
Management is responsible for the accompanying financial statements of XYZ
Company, which comprise the balance sheets as of December 31, 20X2 and
20X1 and the related statements of income, changes in stockholders' equity,
and cash flows for the years then ended, and the related notes to the financial
statements in accordance with accounting principles generally accepted in the
United States of America. I (We) have performed compilation engagements in
accordance with Statements on Standards for Accounting and Review Services
promulgated by the Accounting and Review Services Committee of the AICPA.
I (We) did not audit or review the financial statements nor was (were) I (we)
required to perform any procedures to verify the accuracy or completeness of
the information provided by management. Accordingly, I (we) do not express
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an opinion, a conclusion, nor provide any form of assurance on these financial
statements.
Accounting principles generally accepted in the United States of America require that land be stated at cost. Management has informed me (us) that XYZ
Company has stated its land at appraised value and that if accounting principles generally accepted in the United States of America had been followed, the
land account and stockholders' equity would have been decreased by $500,000.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's report]
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Appendix D—Illustrative Accountant’s Review Reports
Statement on Standards for Accounting and Review Services (SSARS) No. 21,
Statements on Standards for Accounting and Review Services: Clarification and
Recodification (AICPA, Professional Standards), requires the use of headings
throughout the accountant's review report to clearly distinguish each section
of the report. Additionally, SSARS No. 21 requires that the accountant's review report name the city and state office where the accountant practices. The
city and state where the accountant practices may be indicated on letterhead
that contains the issuing office's city and state. The following are examples of
the standard accountant's review report on financial statements prepared in
accordance with accounting principles generally accepted in the United States
of America prior to the issuance of SSARS No. 21 and the clarified version in
accordance with SSARS No. 21.

Illustrative Accountant’s Review Report—Prior to the Issuance
of SSARS No. 21
Independent Accountant's Review Report
[Appropriate Addressee]
I (We) have reviewed the accompanying balance sheet of XYZ Company as of
December 31, 20X1, and the related statements of income, retained earnings,
and cash flows for the year then ended. A review includes primarily applying
analytical procedures to management's (owners') financial data and making
inquiries of company management (owners). A review is substantially less in
scope than an audit, the objective of which is the expression of an opinion regarding the financial statements as a whole. Accordingly, I (we) do not express
such an opinion.
Management (Owners) is (are) responsible for the preparation and fair presentation of the financial statements in accordance with accounting principles
generally accepted in the United States of America and for designing, implementing, and maintaining internal control relevant to the preparation and fair
presentation of the financial statements.
My (Our) responsibility is to conduct the review in accordance with Statements
on Standards for Accounting and Review Services issued by the Accounting and
Review Services Committee of the AICPA. Those standards require me (us) to
perform procedures to obtain limited assurance that there are no material
modifications that should be made to the financial statements. I (We) believe
that the results of my (our) procedures provide a reasonable basis for our report.
Based on my (our) review, I am (we are) not aware of any material modifications
that should be made to the accompanying financial statements in order for them
to be in conformity with accounting principles generally accepted in the United
States of America.
[Signature of accounting firm or accountant, as appropriate]
[Date]
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Illustrative Accountant’s Review Report—In Accordance With
SSARS No. 21
Independent Accountant's Review Report
[Appropriate Addressee]
I (We) have reviewed the accompanying financial statements of XYZ Company,
which comprise the balance sheet as of December 31, 20X1, and the related
statements of income, changes in stockholders' equity, and cash flows for the
year then ended, and the related notes to the financial statements. A review
includes primarily applying analytical procedures to management's (owners')
financial data and making inquiries of company management (owners). A review is substantially less in scope than an audit, the objective of which is
the expression of an opinion regarding the financial statements as a whole.
Accordingly, I (we) do not express such an opinion.
Management’s Responsibility for the Financial Statements
Management (Owners) is (are) responsible for the preparation and fair presentation of these financial statements in accordance with accounting principles
generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from material
misstatement whether due to fraud or error.
Accountant’s Responsibility
My (Our) responsibility is to conduct the review engagements in accordance
with Statements on Standards for Accounting and Review Services promulgated by the Accounting and Review Services Committee of the AICPA. Those
standards require me (us) to perform procedures to obtain limited assurance as
a basis for reporting whether I am (we are) aware of any material modifications
that should be made to the financial statements for them to be in accordance
with accounting principles generally accepted in the United States of America.
I (We) believe that the results of my (our) procedures provide a reasonable basis
for our conclusion.
Accountant’s Conclusion
Based on my (our) reviews, I am (we are) not aware of any material modifications that should be made to the accompanying financial statements in order
for them to be in accordance with accounting principles generally accepted in
the United States of America.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's review report]
The following are additional illustrations of accountant's review reports in
accordance with SSARS No. 21.
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An Accountant’s Review Report on Single Year Financial
Statements Prepared in Accordance With the Tax-Basis of
Accounting
Circumstances include the following:

r
r
r

Review of a complete set of financial statements (single year).
The financial statements are of a partnership and prepared in
accordance with the basis of accounting the partnership uses for
income tax purposes (that is, a special purpose framework).
Management has a choice of financial reporting frameworks.
Independent Accountant's Review Report

[Appropriate Addressee]
I (We) have reviewed the accompanying financial statements of XYZ Partnership, which comprise the statement of assets, liabilities, and partners' capital—
tax-basis as of December 31, 20X1, and the related statements of revenue and
expenses—tax-basis, and partners' capital—tax-basis for the year then ended,
and the related notes to the financial statements. A review includes primarily
applying analytical procedures to management's (partners') financial data and
making inquiries of partnership management (owners). A review is substantially less in scope than an audit, the objective of which is the expression of
an opinion regarding the financial statement as a whole. Accordingly, I (we) do
not express such an opinion.
Management’s Responsibility for the Financial Statements
Management (Partners) is (are) responsible for the preparation and fair presentation of these financial statements in accordance with the basis of accounting
the partnership uses for income tax purposes; this includes determining that
the basis of accounting the partnership uses for income tax purposes is an acceptable basis for the preparation of financial statements in the circumstances.
Management (Partners) is (are) also responsible for the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement,
whether due to fraud or error.
Accountant’s Responsibility
My (Our) responsibility is to conduct the review engagement in accordance with
Statements on Standards for Accounting and Review Services promulgated by
the Accounting and Review Services Committee of the AICPA. Those standards
require me (us) to perform procedures to obtain limited assurance as a basis
for reporting whether I am (we are) aware of any material modifications that
should be made to the financial statements for them to be in accordance with
the basis of accounting the partnership uses for income tax purposes. I (We)
believe that the results of my (our) procedures provide a reasonable basis for
our conclusion.
Accountant’s Conclusion
Based on my (our) review, I am (we are) not aware of any material modifications
that should be made to the accompanying financial statements in order for them
to be in accordance with the basis of accounting the partnership uses for income
tax purposes.
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Basis of Accounting
I (We) draw attention to note X of the financial statements, which describes the
basis of accounting. The financial statements are prepared in accordance with
the basis of accounting the partnership uses for income tax purposes, which
is a basis of accounting other than accounting principles generally accepted in
the United States of America. Our conclusion is not modified with respect to
this matter.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's review report]

An Accountant’s Review Report on Interim Financial Statements
Prepared in Accordance With Accounting Principles Generally
Accepted in the United States of America
Circumstances include the following:

r
r
r

Review of a complete set of financial statements for the period
ended September 30, 20X1, and for the three and nine months
then ended.
The financial statements are prepared in accordance with accounting principles generally accepted in the United States of
America.
The accountant appropriately performs the engagement in accordance with SSARSs (that is, AU-C section 930, Interim Financial
Information [AICPA, Professional Standards], is not applicable).
Independent Accountant's Review Report

[Appropriate Addressee]
I (We) have reviewed the accompanying financial statements of XYZ Company,
which comprise the balance sheet as of September 30, 20X1, and the related
statements of income, changes in stockholders' equity, and cash flows for the
three and nine months then ended, and the related notes to the financial statements. A review includes primarily applying analytical procedures to management's (owners') financial data and making inquiries of company management
(owners). A review is substantially less in scope than an audit, the objective of
which is the expression of an opinion regarding the financial statements as a
whole. Accordingly, I (we) do not express such an opinion.
Management’s Responsibility for the Financial Statements
Management (Owners) is (are) responsible for the preparation and fair presentation of these financial statements in accordance with accounting principles
generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from material
misstatement whether due to fraud or error.
Accountant’s Responsibility
My (Our) responsibility is to conduct the review engagements in accordance
with Statements on Standards for Accounting and Review Services promulgated by the Accounting and Review Services Committee of the AICPA. Those
standards require me (us) to perform procedures to obtain limited assurance as
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a basis for reporting whether I am (we are) aware of any material modifications
that should be made to the financial statements for them to be in accordance
with accounting standards generally accepted in the United States of America.
I (We) believe that the results of my (our) procedures provide a reasonable basis
for our conclusion.
Accountant’s Conclusion
Based on my (our) review, I am (we are) not aware of any material modifications
that should be made to the accompanying financial statements in order for them
to be in accordance with accounting principles generally accepted in the United
States of America.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's review report]

An Accountant’s Review Report on Comparative Financial
Statements Disclosing a Departure From Accounting Principles
Generally Accepted in the United States of America
Circumstances include the following:

r
r

Review of a complete set of comparative financial statements.
The financial statements contain a departure from accounting
principles generally accepted in the United States of America.
Independent Accountant's Review Report

[Appropriate Addressee]
I (We) have reviewed the accompanying financial statements of XYZ Company,
which comprise the balance sheets as of December 31, 20X2 and 20X1, and the
related statements of income, changes in stockholders' equity, and cash flows
for the years then ended, and the related notes to the financial statements.
A review includes primarily applying analytical procedures to management's
(owners') financial data and making inquiries of company management (owners). A review is substantially less in scope than an audit, the objective of which
is the expression of an opinion regarding the financial statements as a whole.
Accordingly, I (we) do not express such an opinion.
Management’s Responsibility for the Financial Statements
Management (Owners) is (are) responsible for the preparation and fair presentation of these financial statements in accordance with accounting principles
generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from material
misstatement whether due to fraud or error.
Accountant’s Responsibility
My (Our) responsibility is to conduct the review engagements in accordance
with Statements on Standards for Accounting and Review Services promulgated by the Accounting and Review Services Committee of the AICPA. Those
standards require me (us) to perform procedures to obtain limited assurance as
a basis for reporting whether I am (we are) aware of any material modifications
that should be made to the financial statements for them to be in accordance
with accounting principles generally accepted in the United States of America.
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I (We) believe that the results of my (our) procedures provide a reasonable basis
for our conclusion.
Accountant’s Conclusion
Based on my (our) reviews, except for the issue noted in the Known Departure From Accounting Principles Generally Accepted in the United States of
America paragraph, I am (we are) not aware of any material modifications that
should be made to the accompanying financial statements in order for them to
be in accordance with accounting principles generally accepted in the United
States of America.
Known Departure From Accounting Principles Generally Accepted in
the United States of America
As disclosed in note X to these financial statements, accounting principles
generally accepted in the United States of America require that inventory
cost consist of material, labor, and overhead. Management has informed me
(us) that the inventory of finished goods and work in process is stated in the
accompanying financial statements at material and labor cost only, and that
the effects of this departure from accounting principles generally accepted in
the United States of America on financial position, results of operations, and
cash flows have not been determined.
or
As disclosed in note X to these financial statements, the company has adopted
[description of newly adopted method], whereas it previously used [description
of previous method]. Although the [description of newly adopted method] is
in accordance with accounting principles as generally accepted in the United
States of America, the company does not appear to have reasonable justification
for making a change as required by FASB Accounting Standards Codification
250, Accounting Changes and Error Corrections.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's review report]

An Accountant’s Review Report on Comparative Consolidated
Financial Statements in Which the Accountant Makes Reference to
the Work of Other Accountants Who Were Engaged to Review
the Financial Statements of a Significant Component
Circumstances include the following:

r
r

Review of a complete set of comparative consolidated financial
statements.
The financial statements of B Company, a wholly-owned subsidiary, whose financial statements reflect total assets constituting 20 percent and 22 percent, respectively, of consolidated total assets at December 31, 20X2 and 20X1, and total revenues
constituting 18 percent and 20 percent, respectively, of consolidated total revenues for the years then ended were reviewed by
other accountants and the accountant has decided to make reference to the work of other accountant's in the accountant's review
report.
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Independent Accountant's Review Report
[Appropriate Addressee]
I (We) have reviewed the accompanying consolidated financial statements of
XYZ Company and its subsidiaries, which comprise the consolidated balance
sheets as of December 31, 20X2 and 20X1, and the related consolidated statements of income, changes in stockholders' equity, and cash flows for the years
then ended, and the related notes to the financial statements. A review includes
primarily applying analytical procedures to management's (owners') financial
data and making inquiries of company management (owners). A review is substantially less in scope than an audit, the objective of which is the expression
of an opinion regarding the financial statements as a whole. Accordingly, I (we)
do not express such an opinion.
Management’s Responsibility for the Financial Statements
Management (Owners) is (are) responsible for the preparation and fair presentation of these consolidated financial statements in accordance with accounting
principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of consolidated financial statements that are
free from material misstatement whether due to fraud or error.
Accountant’s Responsibility
My (Our) responsibility is to conduct the review engagements in accordance
with Statements on Standards for Accounting and Review Services (SSARSs)
promulgated by the Accounting and Review Services Committee of the AICPA.
We have not reviewed the financial statements of B Company, a wholly-owned
subsidiary, whose financial statements reflect total assets constituting 20 percent and 22 percent, respectively, of consolidated total assets at December 31,
20X2 and 20X1, and total revenues constituting 18 percent and 20 percent,
respectively, of consolidated total revenues for the years then ended. These
statements were reviewed by other accountants, whose report has been furnished to me (us), and our conclusion, insofar as it relates to the amounts
included for B Company, is based solely on the report of the other accountants.
SSARSs require me (us) to perform procedures to obtain limited assurance as a
basis for reporting whether I am (we are) aware of any material modifications
that should be made to the consolidated financial statements for them to be in
accordance with accounting principles generally accepted in the United States
of America. I (We) believe that the results of my (our) procedures provide a
reasonable basis for our conclusion.
Accountant’s Conclusion
Based on my (our) reviews, and the report of other accountants, I am (we are)
not aware of any material modifications that should be made to the accompanying consolidated financial statements in order for them to be in accordance
with accounting principles generally accepted in the United States of America.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's review report]
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Appendix E—Illustrative Analytical Procedures
for Review Engagements

Note: The below examples were reprinted from the AICPA Guide Compilation and Review Engagements available from the AICPA store at
www.cpa2biz.com.

Example 1—Expected Increase in Revenue
The accountant is engaged to review the financial statements of a company that
manufactures components that are utilized by other companies in customizing
video gaming equipment. Because of recent legislation in several states that
legalized slot machine gambling, the accountant reasonably expects sales to
increase. Using his or her knowledge of the client, the client's business, and
the industry in which the client operates, the accountant expects a 10 percent
to 15 percent increase in sales. Further, the accountant concludes that receivables should increase and that loans payable and interest expense also would
increase because the client would need to borrow money to fund the additional
production.
Sample documentation
Teemickmag Gaming Company
Analytical Procedures
For the year ended December 31, 20X1
Expectations
The following are factors that should affect the relationship between current
and prior year amounts:

r
r
r

Increase in demand for video gaming equipment due to recent
legislation in several states that legalized slot machine gambling
should result in an increase in sales. Expected increase is between
10 percent and 15 percent. The accountant expects a similar increase in accounts receivable.
Because of an increase in the production of video gaming equipment, the company had to borrow additional funds. Therefore, expected increase in loans payable and interest expense is between
10 percent and 15 percent.
No significant change in either days sales in inventory or inventory turnover is expected. Although a build-up in inventory is
expected, that build-up is not expected to correspond with the increase in sales because the video gaming equipment is expected
to be sold near the date of completion. Any change greater than 5
percent will be subjected to additional inquiries.

Balance sheets and income statements are available for the current year and
the two years prior to the current year.
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Trend Analysis
Current
Year
Sales
Cost of goods sold

Prior Year

$2,500,000 $2,175,000

Change

% Change

$325.000

14.94%

214,000

13.67%

1,780,000

1,566,000

Gross margin

720,000

609,000

Gross margin as a % of
sales

28.80%

28.00%

Selling expenses

230,000

184,000

46,000

25.00%

Interest expense

48,000

42,000

6,000

14.29%

Balance Sheet Ratio Analysis
Current Year
Accounts receivable, net
Inventory
Loans payable

Prior Year

Two Years
Prior

$1,100,000

$843,000

$703,000

1,000,000

832,000

694,000

498,000

437,000

418,000

Days sales in receivables
Days sales in receivables = Accounts receivable, net at end of period ÷ (Net
sales ÷ 365)
Current year days sales in receivables = $1,100,000 ÷ ($2,500,000 ÷ 365) = 161
days
Prior year days sales in receivables = $843,000 ÷ ($2,175,000 ÷ 365) = 141
days
The increase of 20 days sales in receivables (161 days – 141 days) represents
a 14 percent increase. Because this increase is within the expected range, no
further inquiry is necessary.
Days sales in inventory
Days sales in inventory = Inventory at the end of period ÷ (Total cost of goods
sold ÷ 365)
Current year days sales in inventory = $1,000,000 ÷ ($1,780,000 ÷ 365) = 205
days
Prior year days sales in inventory = $832,000 ÷ ($1,566,000 ÷ 365) = 194 days
The increase of 11 days sales in inventory (205 days – 194 days) represents a
6 percent increase. Because this increase is greater than expected, the accountant should inquire of the client and document the reason for the unexpected
increase.
Inventory turnover
Inventory turnover = Cost of goods sold ÷ Average inventory
Current year inventory turnover = $1,780,000 ÷ (($1,100,000 + 832,000) ÷ 2)
= 1.84 times
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Prior year inventory turnover = $1,566,000 ÷ (($832,000 + 694,000) ÷ 2) = 2.05
times
The inventory turnover decreased 10 percent; therefore, because this decrease
is greater than expected, the accountant should inquire of the client and document the reason for the unexpected decrease.
The preceding documentation would be adequate. Further, after performing
the trend analysis, the accountant concludes that sales, costs of goods sold,
and interest expense are all reasonable, given the expectations associated with
these amounts. In addition, with respect to balance sheet accounts, the increase
in loans payable also is reasonable (14 percent increase) when considered with
the corresponding increase in interest expense and the expectation associated
with the loan payable account; however, because selling expenses increased
by 25 percent, the accountant should inquire of the client and document the
reason for that unexpected increase (actual increase does not correspond to
expected increase).

Example 2—Expected Decrease in Revenue
The accountant is engaged to review the financial statements of a client that
owns and manages a shopping mall. Due to a poor economy, the mall lost
tenants during the year; as such, the accountant reasonably expects revenue to
decrease. Using his or her knowledge of the client, the client's business, and the
industry in which the client operates, the accountant expects a 5 percent to 10
percent decrease in revenue during the year. Further, the accountant expects
that general and administrative expenses should increase due to an increase
in leasing and sales expenses and that management fees should decrease due
to a decrease in tenants in the building.
Sample documentation
Pearl River Mall
Analytical Procedures
For the year ended December 31, 20X1
Expectations
The following are factors that should affect the relationship between current
and prior year amounts:

r
r
r

Loss of tenants due to poor economy should result in a decrease in
revenue. Expected decrease is between 5 percent and 10 percent.
Because of the increased number of vacancies, general and administrative expenses are expected to increase because of an increase
in leasing and sales expenses. Expected increase is between 5 percent and 10 percent (corresponds with the decrease in revenue).
Because of the decrease in the number of tenants in the building,
management fees are expected to decrease between 5 percent and
10 percent (corresponds with decrease in revenue).

Balance sheets and income statements are available for the current year and
the two years prior to the current year.
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Trend Analysis
Current
Year

Prior Year

Change

$7,223,000

$8,603,000

$(1,380,000)

(16.04)%

Costs and expenses:
management fees

339,000

387,000

(48,000)

(12.40)%

General and
administrative

583,000

511,000

72,000

14.09%

Total revenue

% Change

Similar balance sheet analytics should be performed as those performed in the
preceding example 1.
The preceding documentation would be adequate; however, the results of
the analytical procedures do not agree with the documented expectations
associated with those procedures. Therefore, the accountant should inquire
and document why the decrease in tenant revenue, the decrease in management fees, and the increase in general and administrative expenses exceeded
expectations.

Example 3—No Significant Change in Revenue
or Expenses Expected
The accountant is engaged to review the financial statements of a small, privately held client in the candy store business. The accountant has performed
a review of the financial statements of the candy store for each of the past five
years with no significant change in revenue or expenses in any of those years.
The accountant expects that trend to continue.
Sample documentation
Mom and Pop Candy Store
Analytical Procedures
For the year ended December 31, 20X1
Expectations

r
r

Based on discussions with the owner-manager, no significant
changes from prior year amounts are expected.
All increases and decreases greater than 5 percent will be subjected to additional inquiries.
Trend Analysis
Current
Year

Sales

Prior Year

Change

% Change

$44,000

$39,000

$5,000

12.82%

Cost of goods sold

32,500

31,000

1,500

4.84%

Gross margin

11,500

8,000

Gross margin as a %
of sales

26.14%

20.51%

Operating expenses

5,200

4,500

700

15.56%

Net income

6,300

3,500
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Similar balance sheet analytics should be performed as those performed in the
preceding example 1.
The preceding documentation would be adequate; however, the results of the
analytical procedures do not agree with the documented expectations associated with those procedures. Therefore, the accountant may deem it appropriate
to inquire and document why sales increased by an amount greater than expected. In addition, the accountant should inquire about why there was not
a comparable increase in cost of goods sold. Also, the accountant should discuss with the owner-manager why there is a greater than expected increase in
operating expenses and document the results of the discussion.

Example 4—Expected Changes in Construction Contracts
The accountant is engaged to review the financial statements of a general
construction contractor primarily engaged in the construction of commercial
office buildings. The accountant has performed the review of this company's
financial statements for several years and expects that the current project in
process should yield a 5 percent gross profit margin, consistent with similar
projects in the past and in accordance with the initial project estimate.
Sample documentation
ABC Construction Contractors
Analytical Procedures
For the Year Ended December 31, 20XX
Expectations

r
r

Based upon discussions with the project manager, it is believed
that the gross margin will be consistent with the 5 percent margin
achieved in the past and in accordance with the initial project
estimate.
Any deviation in the margin greater than 1 percent will be subjected to additional inquiries.
Trend Analysis
Current
Year

Prior Year

$5,000,000

$5,000,000

4,900,000

4,750,000

$150,000

3.15%

Planned profit

100,000

250,000

150,000

60.00%

Costs incurred

2,500,000

1,000,000

50,000

50,000

Building Contract
Contract value
Estimated costs at
completion

Profit recognized
contract to date

$ Change

% Change

The preceding documentation indicates that the profit margin on the contract
has slipped from 5 percent to 2 percent. Additionally, in accordance with the
cost-to-cost method of percentage of completion accounting, it now appears
that all of the contract profit was recognized in year one. This may indicate a
potential error in the original estimate or a project that is quickly running over
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budget. The result may be a reversal of profits recognized in earlier periods
under the percentage of completion method of contract revenue recognition or
a potential loss contract. Further inquiry of management should be considered
to discuss potential project issues that will negatively affect profit recognition
in the financial statements.
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Appendix F—Additional Internet Resources
Here are some useful websites that may provide valuable information to accountants who perform compilations, reviews, and engagements to prepare
financial statements, as well as management of entities for whom such engagements are performed.
Website Name

Content

Website

AICPA

Summaries of professional
standards as well as other
AICPA activities.

www.aicpa.org
www.cpa.com
www.ifrs.com

AICPA Financial
Reporting Center

Summaries of AICPA
standard setting activity,
recently issued technical
Q&As, and financial
reporting news. Links to
other information related to
accounting and financial
reporting, audit and attest
services, review, compilation
and, financial statement
preparation engagement
services, and assurance and
advisory services.

www.aicpa.org/frc

AICPA
Accounting and
Review Services
Committee

Summaries of standards and
interpretations for reviews,
compilations, and
engagements to prepare
financial statements.

www.aicpa.org/
Research/Standards/
CompilationReview/
ARSC/Pages/ARSC
.aspx

AICPA
Professional
Ethics Executive
Committee

AICPA technical committee
charged with the
responsibility of interpreting
and enforcing the AICPA
Code of Professional Conduct.

www.aicpa.org/
InterestAreas/
ProfessionalEthics/
Pages/Professional
Ethics.aspx

AICPA Financial
Reporting
Executive
Committee

AICPA technical committee
for financial reporting. Its
mission is to determine the
AICPA's technical policies
regarding financial reporting
standards and to be the
AICPA's spokesbody on those
matters, with the ultimate
purpose of serving the public
interest by improving
financial reporting.

www.aicpa.org/
InterestAreas/frc/
AccountingFinancial
Reporting/Pages/
FinREC.aspx

(continued)
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Website Name

Content

Website

Economy.com

Source for analyses, data,
www.economy.com
forecasts, and information on
the U.S. and world economies.

The Federal
Reserve Board

Source of key interest rates.

www.federalreserve
.gov

Financial
Accounting
Standards Board
(FASB)

Summaries of recent
accounting pronouncements
and other FASB activities.

www.fasb.org

USA.gov

Portal through which all
government agencies can be
accessed.

www.usa.gov

Government
Accountability
Office

Policy and guidance materials www.gao.gov
and reports on federal agency
major rules.

Governmental
Accounting
Standards Board
(GASB)

Summaries of recent
accounting pronouncements
and other GASB activities.

www.gasb.org

International
Accounting
Standards Board

Summaries of International
Financial Reporting
Standards and International
Accounting Standards.

www.iasb.org

International
Auditing and
Assurance
Standards Board

Summaries of International
Compilation and Review
Standards.

www.iaasb.org

International
Federation of
Accountants

Information on standards
setting activities in the
international arena.

www.ifac.org

Private Company
Financial
Reporting
Committee

Information on the initiative
to further improve FASB's
standard setting process to
consider needs of private
companies and their
constituents of financial
reporting.

www.pcfr.org
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